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RENEWING  THE  ECONOMIC  DE\^LOPMENT 

ADMINISTRATION:  NEW  APPROACHES  TO 

ECONOMIC  DEVELOPMENT 


TUESDAY,  MARCH  15,  1994 

House  of  Representatives, 
Subcommittee  on  Economic  Growth 

AND  Credit  Formation, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:06  a.m.,  in  room 
2222,  Rayburn  House  Office  Building,  Paul  E.  Kanjorski  [chairman 
of  the  suDcommittee]  presiding. 

Present:  Chairman  Kanjorski  and  Representative  Nussle. 

Chairman  Kanjorski.  The  subcommittee  will  come  to  order.  This 
morning  the  subcommittee  meets  to  receive  testimony  on  the  reau- 
thorization of  the  Economic  Development  Administration  and  the 
Appalachian  Regional  Commission.  This  is  the  first  of  three  hear- 
ings we  are  holding  on  this  matter  over  the  next  2  weeks. 

Last  time  these  agencies  were  reauthorized  was  in  1980.  During 
the  1980's  both  the  Economic  Development  Administration  and  the 
Appalachian  Regional  Commission  faced  neglect  and  hostility 
under  Presidents  Reagan  and  Bush.  EDA,  in  particular,  was  sin- 
gled out  for  elimination.  Fortunately,  through  annual  appropria- 
tions Congress  managed  to  keep  the  EDA  and  the  ARC  alive.  Nev- 
ertheless, at  least  in  the  case  of  the  EDA,  that  agency's  authorities 
and  funding  were  dramatically  reduced,  which  severely  hampered 
its  vital  mission  of  helping  communities  recover  from  serious  eco- 
nomic distress. 

The  Clinton  administration,  however,  recognizes  the  importance 
of  fostering  economic  development  in  hard-hit  areas  and  especially 
understands  the  major  role  the  EDA  and  ARC  must  play  in  this 
effort.  Now  imder  new  management,  the  Economic  Development 
Administration  for  example  has  renewed  a  sense  of  mission  and  is 
making  major  strides,  retooling  its  operations.  The  agency  has  put 
considerable  effort  over  the  last  year  into  revising  and  expediting 
its  cumbersome  application  process,  which  is  both  critically  impor- 
tant and  long  overdue. 

I  also  am  pleased  with  some  of  the  initiatives  in  the  EDA's  budg- 
et request  for  1995  on  which  we  heard  testimony  at  previous  hear- 
ings. President  Clinton's  fiscal  year  1995  budget  request  provides 
EDA  with  $50  million  for  loan  guarantees  for  business  develop- 
ment. This  important  new  tool  will  leverage  an  estimated  $269  mil- 
lion to  help  create  new  jobs  in  distressed  communities. 

(1) 


However,  the  lack  of  a  permanent  Assistant  Secretary  for  Eco- 
nomic Development  within  the  Department  of  Commerce  naturally 
limited  the  extent  of  revisions  EDA  made  over  the  last  year.  Now 
with  the  confirmation  of  Will  Ginsberg  to  that  position  we  have  a 
unique  opportunity  to  move  forward  and  enact  new  measures  that 
will  enable  true  renovation  of  the  EDA. 

The  importance  of  the  EDA,  not  to  mention  the  ARC,  to  Presi- 
dent Clinton's  economic  strategy  cannot  be  overstated.  Historically, 
especially  during  the  1960's,  1970's,  the  EDA  aided  numerous 
economically  distressed  commimities  in  their  efforts  to  get  back  on 
their  feet.  Most  of  this  assistance  primarily  came  in  the  form  of 
public  works  and  infrastructure  development  grants,  planning 
grants,  and  technical  assistance  to  help  communities  develop  com- 
prehensive economic  strategies  and  public  enterprise  loans  and 
loan  guarantees. 

The  EDA  in  the  1970's  was  a  much  larger  and  better  funded 
agency  than  the  EDA  we  see  today.  Yet,  in  recent  years  the  EDA 
has  been  called  upon  to  meet  rapidly  growing  demands  for  assist- 
ance from  an  increasing  number  of  regions  and  communities 
around  the  country  experiencing  economic  difficulty.  The  Economic 
Development  Administration  has  played  a  critical  role  in  disaster 
relief,  first  in  response  to  Hurricane  Andrew  and  Hurricane  Iniki, 
then  to  the  Midwest  floods,  and  most  recently  to  the  Los  Angeles 
earthquake. 

The  EDA  is  one  of  the  key  agencies  involved  in  implementing 
President  Clinton's  Defense  Conversion  and  Adjustment  Program. 
Its  importance  in  this  effort  are  reflected  in  the  administration's 
greatly  increased  budget  for  activities  under  EDA's  Title  IX 
Program. 

The  EDA  is  expected  to  be  involved  in  the  President's 
Empowerment  Zone/Enterprise  Community  Program. 

Finally,  there  are  numerous  communities,  both  rural  and  urban, 
suffering  from  steady  economic  decline  that  also  need  EDA  services 
as  they  struggle  to  build  sustainable  economies  that  would  compete 
in  the  global  economy. 

The  EDA,  therefore,  is  confronted  with  a  very  substantial  impor- 
tant challenge.  How  should  it  retool  and  reorganize  itself  to  meet 
these  very  large  demands.  I  am  concerned  that  its  current  organi- 
zation and  machinery  are  too  outdated  and  underfunded  to  do  the 
job.  We  consequently  have  to  explore  whether  we  should  in  this  re- 
authorization devise  substantial  new  authorities  and  the  impetus 
to  adopt  new  approaches  and  practices  in  this  program. 

Through  the  three  roundtable  hearings  the  subcommittee  is  hold- 
ing we  aim  to  open  up  the  discussion  about  what  kinds  of  changes 
are  needed  to  bring  the  EDA  into  the  21st  century.  We  have  struc- 
tured the  hearings  to  allow  as  wide  a  range  of  ideas  and  experi- 
ences as  possible. 

In  the  first  hearing  we  ask  the  question  what  new  approaches  to 
economic  development  should  be  considered  for  incorporation  into 
the  EDA  programs?  Traditionally,  the  EDA  approach  to  economic 
development  centered  around  funding  public  works  and  infrastruc- 
ture projects.  While  this  type  of  support  is  still  very  valuable,  other 
kinds  of  economic  development  activity,  such  as  financing  for  tech- 


nology-based  business  development  and  what  some  experts  have 
called  industrial  service  also  need  to  be  looked  at. 

I  have  been  encouraged  by  discussions  with  the  Economic  Devel- 
opment Administration's  new  leadership.  There  appears  to  be  a 
great  deal  of  receptivity  to  such  new  approaches  within  the  agency. 

In  the  second  hearing  we  ask  what  can  we  learn  from  State  and 
local  initiatives  that  have  achieved  some  measure  of  success  and 
represent  the  best  practices  in  economic  development?  Again  I  am 
encouraged  that  the  EDA  has  recognized  the  importance  of  working 
more  closely  with  States,  regions,  and  local  communities  as  well  as 
the  private  sector  to  build  new  engines  the  Nation  needs  for  eco- 
nomic growth  and  job  creation. 

Finally,  in  the  third  hearing,  drawing  upon  what  we  learned 
from  the  first  two  hearings,  we  ask  more  specifically  how  can  we 
improve  delivery  of  EDA's  services?  We  also  want  to  consider  a 
number  of  associated  issues,  such  as  how  to  expand  the  participa- 
tion of  private,  nonprofit,  and  community-based  organizations  that 
up  to  now  have  had  limited  access  to  EDA's  support,  how  to  bal- 
ance the  services  between  urban  and  rural  areas,  and  how  to  strike 
an  appropriate  balance  in  the  distribution  of  EDA  resources  be- 
tween defense  downsizing,  empowerment  zones,  and  other  kinds  of 
distressed  communities. 

Today,  I  am  pleased  to  begin  the  important  process  of  evaluating 
EDA's  role  and  developing  a  new  direction  for  the  agency  which  ad- 
dresses the  needs  of  the  Nation  in  the  coming  decade.  For  this  end 
we  have  brought  together  a  very  distinguished  group  of  individuals 
with  wide  experience  and  expertise  in  the  areas. 

I  welcome  you  all,  and  look  forward  to  your  testimonies  and  our 
subsequent  discussion. 

[The  prepared  statement  of  the  Honorable  Paul  E.  Kanjorski  can 
be  found  in  the  appendix.] 

In  particular,  I  will  start  identifying  the  members  of  the  panel, 
first  Dr.  Atkinson.  Welcome  back.  You  have  testified  before.  We  ap- 
preciate that  testimony,  and  we  look  forward  to  today's  testimony. 

Dr.  Atkinson  is  from  the  Office  of  Technological  Assessment.  He 
is  a  Senior  Analyst,  Industrial,  Technology  and  Employment 
Program. 

Next  we  have  Mr.  Brian  Dabson,  president  of  the  Corporation  for 
Enterprise  Development.  Next,  we  have  Mr.  John  Kutler,  Quarter- 
deck Investment  Partners,  Inc.,  Los  Angeles,  California.  Next,  we 
have  Mr.  Greg  LeRoy,  president,  GLR  Associates,  Chicago,  Illinois. 
We  have  Dr.  Michael  Oden,  research  fellow.  Project  on  Regional 
and  Industrial  Economics,  Rutgers  University,  and,  finally,  we 
have  Mr.  Thomas  Croft,  executive  director.  Steel  Valley  Authority, 
Pittsburgh,  Pennsylvania.  He  comes  from  my  home  State. 

We  would  like  to  open  with  comments  by  Dr.  Atkinson,  but  if  I 
could  ask  the  entire  panel  to  synthesize  the  opening  comments  to 
3  minutes,  5  minutes  at  best,  and  give  us  an  opportunity  really  to 
have  cross  discussion  of  your  ideas  and  what  we  could  do. 

Dr.  Atkinson. 


STATEMENT  OF  ROBERT  ATKINSON,  SENIOR  ANALYST,  INDUS- 
TRIAL, TECHNOLOGY  AND  EMPLOYMENT  PROGRAM,  OFFICE 
OF  TECHNOLOGY  ASSESSMENT 

Mr.  Atkinson.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
here  today.  I  will  keep  my  remarks  short. 

I  want  to  start  by  stating  the  importance  of  Federal  support  for 
economic  development,  in  general,  and  also,  in  specific,  the  role 
that  EDA  can  play  in  helping  communities  adjust  from  economic 
dislocation. 

However,  I  want  to  focus  most  of  my  comments  on  how  EDA  can 
be  improved.  EDA  was  established  in  1965  and  emerged  as  an  or- 
ganization in  a  time  when  the  nature  of  economic  development  in 
the  U.S.  economy  was  significantly  different  than  it  is  today.  EDA 
has  been  slow  to  adapt  to  these  changes. 

We  have  moved  from  the  old  economic  development  environment. 
A  lot  of  the  focus  when  the  EDA  and  the  Appalachian  Regional 
Commission  were  formed  was  on  long-term  distressed  regions  that 
suffered  from  a  lack  of  infrastructure,  a  healthy  industrial  base, 
and  oflen  the  technical  skills  to  conduct  economic  development. 

As  a  result,  EDA's  job  was  principally  to  focus  on  these  regions, 
to  help  establish  and  support  economic  development  organizations, 
and  to  fund  physical  infrastructure  projects  which  would  make 
these  regions  able  to  attract  industry. 

However,  that  has  changed  in  the  past  20  years.  First,  many  of 
these  distressed  regions  now  have  at  least  reasonable  infrastruc- 
ture in  which  to  perform  economic  development.  Second,  most  of 
them  have  adequate  technical  skills  in  which  to  conduct  economic 
development,  and  the  U.S.  economy  is  different. 

It  is  much  more  difficult  for  regions  to  attract  branch  plants, 
large  manufacturers,  than  it  was  20  years  ago:  (a)  There  are  fewer 
branch  plants;  (b)  most  of  these  branch  plants,  when  they  are  look- 
ing for  a  low-wage  location,  a  low-cost  location,  they  are  much  less 
likely  to  look  in  the  United  States  than  they  were  before.  Often- 
times, they  will  look  overseas  for  a  low-cost  location. 

Finally,  technological  innovation,  flexibility,  worker  skills,  qual- 
ity, are  much  more  important  in  terms  of  economic  growth  than 
they  were  in  the  1960's. 

As  a  result,  basing  an  economic  development  strategy  on  a  low- 
cost  physical  infrastructure  approach,  as  EDA  initially  did,  I  don't 
think  makes  as  much  sense  as  today.  What  has  happened  in  the 
past  10  or  15  years? 

Principally,  States,  local  governments,  and  a  number  of  nonprofit 
local  development  organizations  have  recognized  these  changes  and 
have  forged  new  approaches  to  economic  development;  what  some 
have  called  a  second  wave  in  economic  development.  The  first  wave 
was  characterized  as  infrastructure-based,  industrial  recruitment. 
The  second  wave  sought  to  create  economic  growth  through  build- 
ing from  within,  either  by  helping  new  businesses  start  or  helping 
existing  industries  in  the  region  expand. 

As  a  result,  there  were  a  number  of  new  programs  created  in- 
cluding business  financing  efforts,  technology  development  and  de 
ployment   programs,    export   promotion,    and    worker   training — a 
whole  array  of  new  approaches  to  economic  development. 


While  these  programs  have  made  an  impact  and  in  some  sense 
have  been  successful,  the  leading  States  and  communities  in  the 
country  now  are  beginning  to  move  beyond  these  second  wave  ap- 
proaches. There  were  two  problems  with  these. 

First,  when  these  programs  were  created,  they  were  often  indi- 
vidual programs  created  for  individual  needs,  so  you  would  have  a 
separate  financing  program,  sometimes  two  and  three  financing 
programs;  separate  export  program;  separate  technology  programs, 
and  it  was  very  difficult  for  business  to  access  these  programs. 
They  were  seldom  full-service,  one-stop  shops  for  business 
assistance. 

Second,  many  of  these  programs  were  run  by  government  agen- 
cies that  had  little  contact  or  knowledge  of  the  business  needs  they 
were  dealing  with.  As  economic  development  moved  into  a  more 
technologically-based,  innovation-based  form  of  economic  develop- 
ment, knowledge  of  specific  industrial  sectors  has  become  more 
critical  to  successful  economic  development,  and  government  agen- 
cies were  having  a  hard  time  getting  that  expertise. 

What  is  going  on  now?  Briefly,  a  number  of  cities  have  experi- 
mented with  new  approaches  that  some  people  have  termed  the 
third  wave  in  economic  development. 

There  are  a  number  of  different  aspects  of  the  third  wave  and 
I  will  discuss  a  couple  of  them:  (a)  These  programs  are  more  closely 
aligned  to  business  needs  than  the  old  programs  were;  (b)  they 
focus  principally  on  providing  real  services  to  business  as  opposed 
to,  say,  infrastructure  or  money  or  information.  These  programs 
focus  more  on  helping  companies  improve  quality,  train  their  work- 
ers, identify  export  markets,  and  do  product  design.  They  often  do 
it  in  a  comprehensive  way  where  they  provide  a  whole  array  of 
needed  services. 

Second,  they  do  this  through  decentralized,  industry-driven,  and 
sectorally  based  organizations.  For  example,  in  Oregon  there  is  an 
Oregon  Wood  Products  Development  Corp.,  that  was  established  by 
the  State,  in  part  to  help  communities  that  were  suffering  from  loss 
of  timber  jobs,  trying  to  help  them  boost  the  fortunes  of  secondary 
wood  products  producers.  This  was  an  organization  that  ended  up 
being  taken  over  and  funded  by  the  private  sector.  This  is  a  good 
example  of  how,  if  you  get  industry  involved  and  give  them  owner- 
ship over  these  programs,  they  will  commit  their  own  funding  to 
them. 

Another  example,  in  Pennsylvania  the  State  established  seven 
regional  industrial  resource  centers  to  help  manufacturers  with  an 
array  of  problems. 

What  do  these  new  directions  mean  for  EDA?  I  will  mention  two 
possible  options  that  Congress  might  consider. 

First,  because  Title  I  receives  such  a  large  share  of  EDA  appro- 
priations and  is  fairly  narrowly  based  on  infrastructure  develop- 
ment, it  is  hard  for  EDA  to  support  these  more  innovative, 
noninfrastructure  approaches.  As  a  result,  Congress  might  either 
broaden  the  applicability  of  activities  under  Title  I  or  think  about 
allocating  more  funds  to  the  Title  IX,  which  is  a  much  more  flexible 
program,  £md  allow  EDA  to  fund  a  wider  array  of  activities. 

Second,  even  if  those  legislative  changes  were  made  the  culture 
of  EDA  itself  has  been  slow  to  adopt  these  new  approaches.  There 


are,  I  admit,  certainly  changes  in  the  last  year  at  EDA,  but  EDA 
has  still  not  adopted  these  fully. 

As  a  result.  Congress  might  consider  establishing  an  office  of 
strategic  economic  development  in  EDA  that  might  serve  in  part  as 
a  clearinghouse  and  an  active  learner  from  the  best  practices 
around  the  country,  and  help  other  Federal  agencies  and  EDA,  as 
well  as  organizations  around  the  country,  learn  from  the  most  in- 
novative and  most  productive  approaches  to  economic  development. 

I  will  stop  there. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Atkinson  can  be  found  in  the 
appendix,] 

Chairman  Kanjorski.  Thank  you  very  much,  sir. 

STATEMENT  OF  BRIAN  DABSON,  PRESIDENT,  CORPORATION 
FOR  ENTERPRISE  DEVELOPMENT 

Mr.  Dabson.  Thank  you  for  giving  me  the  opportunity  to  partici- 
pate in  the  hearing  this  morning.  Given  that  we  have  3  to  4  min- 
utes, I  want  to  focus  my  remarks  on  just  six  of  what  I  might  call 
renewal  principles  for  the  EDA. 

I  think  that  the  reauthorization  of  the  EDA  does  provide  us  with 
an  excellent  opportunity  to  reinvent  a  small  but  significant  part  of 
Federal  activity.  One  can  liken  the  EDA  to  have  suffered  from  a 
long  progressive  illness,  not  knowing  whether  it  would  survive  fi- 
nancially from  1  year  to  the  next,  and  expected  to  provide  emer- 
gency aid  to  regions  around  the  country  as  natural  disaster  fol- 
lowed urban  unrest  and  to  deliver  politically  beneficial  infrastruc- 
ture projects  around  the  constituencies. 

It  became  an  entirely  reactive  agency  with  uncertain  support 
both  from  the  legislature  and  the  executive  and  no  discemable 
strategic  direction.  Nevertheless,  it  did  manage  to  maintain  some 
level  of  credibility  at  the  State  and  local  level  from  recipients,  obvi- 
ously, of  the  grant  and  financial  assistance. 

Now  that  tne  EDA's  future  seems  to  be  a  little  more  healthy,  it 
is  important  to  create  a  clear  strategic  direction  of  the  Agency  and 
around  the  renewal  principles  which  I  am  going  to  suggest  now. 

My  first  principle  is  that  I  think  the  EDA  snould  consider  itself 
as  tne  coordinator  of  Federal  Government  activities  in  the  field  of 
economic  development.  Many  Federal  departments  and  agencies 
have  pieces  of  this  economic  development  jigsaw — Labor  with  train- 
ing, HUD  with  CDBG,  SBA  with  business  financing,  USDA  with 
rural  development,  and  so  on. 

No  one  appears  to  have  some  sort  of  remit  to  bring  these  to- 
gether into  any  sort  of  coherent  Federal  strategy  for  economic  de- 
velopment. I  think  this  is  particularly  important  when  one  is  trying 
to  achieve  some  concerted  effort,  and  concerted  impact  on  specific 
geographical  areas  where  interagency  cooperation  is  crucial. 

The  second  point  is  perhaps  the  most  important  from  my  point 
of  view,  and  that  is  that  the  EDA  should  seek  to  resist  the  tempta- 
tion to  take  on  more  direct  delivery  responsibilities.  Its  role  should 
really  be  that  of  a  catalyst,  a  public  policy  venture  capitalist,  and 
an  investor. 

One  of  the  consequences  of  the  withdrawal  of  Federal  Govern- 
ment from  the  economic  development  over  the  past  decade,  as  Rob 


has  suggested,  has  been  a  growth  in  State  and  local  government 
efforts  and  capacity,  and  a  great  deal  of  innovation  closely  tied  to 
the  needs  and  circumstances  of  the  regional  and  local  economies. 
We  have  seen  some  very  interesting  examples  of  the  public  and  the 
private  sector  working  together. 

Special  attention  has  to  be  paid,  I  think,  to  how  the  EDA  can  be- 
come an  investor  in  local  development  and  an  encourager  of  best 
practice  without,  at  the  same  time,  smothering  local  initiative,  or 
providing  duplicative  services. 

One  small  example  I  would  give  is  that  the  EDA  has  already 
been  a  pioneer  in  trade  development  issues  and  has  been  willing 
to  invest  in  some  policy  research.  "The  Clearinghouse  on  State 
International  Policies,"  which  is  a  monthly  newsletter,  which  my 
organization  now  houses,  and  which  serves  the  State  level  trade 
community,  is  funded  by  the  EDA. 

I  believe  that  the  EDA  should  expand  its  role  as  a  venture  cap- 
italist in  public  policy  innovations,  and  as  a  stimulant  to  fresh 
thinking  on  economic  development  concepts  at  the  State  and  local 
level.  It  may  even  care  to  leverage  its  efforts  by  working  alongside 
the  foundation  community  in  this  role,  some  of  which  foundations 
have  paid  particular  attention  to  some  of  these  issues  over  the  last 
5  to  10  years. 

The  tnird  principle  is  that  I  think  the  EDA  should  have  the  abil- 
ity to  define  its  own  priority  geographical  targets,  which  will  be  the 
focus  of  multiyear  efforts  by  appropriate  resource  levels. 

We  see  that  the  EDA  is  being  dragged  from  one  priority  area  to 
another  around  the  country,  but  it  seems  that  it  is  arguable  that 
using  some  rigorous  comparative  assessment  methods,  we  could,  or 
the  EDA  should  be  able  to  define  one  or  two  areas  in  the  country 
where  these  long-term  efforts  mi^ht  be  useful  in  conjunction  with 
the  State  and  local  governments  m  the  private  sector  and  the  non 
profit  sectors  to  reinvigorate  a  struggling  economy. 

I  think  clearly  the  EDA's  role  as  an  emergency  response  team  re- 
mains important,  but  somehow  or  another,  we  have  to  find  a  way 
of  safeguarding  established  priorities  so  that  they  are  not  under- 
mined by  the  diversion  of  financial  and  staff  resources  to  the  latest 
crisis.  In  other  words,  I  am  working  for  the  EDA  to  bear,  or  to 
make  a  real  impact  in  one  or  two  regions  of  the  country  rather 
than  spread  its  resources  very,  very  thinly. 

The  fourth  point  is  that  the  EDA,  I  think,  should  try  to  avoid  the 
trap,  if  it  can,  of  accumulating  categorical  programs  in  favor  of 
some  sort  of  comprehensive  system  of  assistance  services.  There 
has  been  a  tendency,  not  just  in  EDA,  but  in  many  Federal  Govern- 
ment agencies,  to  respona  to  particular  events  or  crises  such  as  de- 
fense cutbacks,  NAFTA,  or  clean  air  legislation,  with  individual 
programs,  many  of  which  are  similar  or  overlapping  and  have  simi- 
lar criteria. 

A  much  more  effective  approach,  whether  we  are  talking  about 
these  focused  programs  I  mentioned  earlier,  or  more  generally,  is 
just  to  have  two  broad  budget  heads — a  budget  for  local  strategic 
planning  and  an  experimentation  and  demonstration  projects,  and 
an  implementation  budget. 

This  would  support  the  locally  prepared  plans,  with  a  great  deal 
of  flexibility  given  to  invest  in  whatever  is  appropriate  for  the  local- 
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ity  or  the  region,  whether  it  is  infrastructure  or  buildings  or  tech- 
nology or  financing  mechanisms,  training,  or  whatever,  so  that  the 
EDA,  as  I  said  before,  becomes  an  investor  in  whatever  is  appro- 
priate at  the  local  level  and  not  find  itself  restricted  to  categorical 
budgets  which  only  introduces  an  element  of  bureaucracy  and 
inflexibility. 

As  a  slight  diversion,  but  still  important,  the  fifth  principle  is 
that  I  think  the  EDA  should  take  the  responsibility  for  encouraging 
fiscal  responsibility  and  accountability  in  the  use  of  development 
incentives  by  State  and  local  governments. 

Increasingly  State  and  local  governments  are  undermining  their 
credibility  as  responsible  economic  development  agencies  by  enter- 
ing into  unconstrained  bidding  wars  to  attract  companies  from 
other  locations.  The  result  has  been  the  weakening  of  tax  bases 
and  uncalculated  liabilities  assigned  to  future  generations  for  what 
is  often  very  marginal  community  benefit. 

Without  prejudicing  the  principle  that  I  described  earlier  of  dele- 
gating as  much  as  possible  to  the  local  level,  I  think  the  EDA 
should  discourage  the  use  of  its  investments  in  attraction  packages 
and  insist  on  full  disclosure  of  incentives  provided  to  companies  lo- 
cating in  EDA-funded  industrial  parks  and  developments. 

The  final  principle,  gentlemen,  is  that  I  think  the  EDA,  through 
its  own  networks  of  economic  development  districts  and  others,  be 
encouraging  best  practice  in  the  delivery  of  economic  development 
services. 

The  EDA  should  work  closely  with  State  and  local  governments 
to  achieve  at  least  three  objectives.  First,  of  all,  we  often  find  that 
the  economic  development  system  in  any  State  is  a  very  complex 
web  of  programs  and  initiatives  and  partners  of  different  sorts.  We 
should  ensure  that  these  now  reflect  current  goals  and  local  needs 
rather  than  just  an  accretion  of  past  priorities  and  fashions. 

So  EDA  has  to  be  working  with  State  governments  to  look  for 
new  ways  of  new  partnerships,  new  ways  of  organizing,  to  replace 
no  longer  relevant  structures  and  approaches.  Let's  not  just  assume 
that  what  has  been  in  existence  for  the  last  10  to  20  years  is  any 
longer  relevant  in  terms  of  structural  approaches  to  economic 
development. 

Two  final  points.  The  systems  at  the  local  level  should  be  cus- 
tomer driven.  They  should  offer  flexibility  to  tailor  services  to  the 
needs  of  the  customer,  whether  that  customer  is  a  specific  business, 
or  a  local  government,  or  a  local  partnership. 

The  system  should  not  be  driven  by  the  needs  of  the  administra- 
tors ana  thus  losing  touch  by  its  customers.  It  should  be  driven  by 
the  needs  of  whoever  we  define  as  the  customers. 

Finally,  what  applies  throughout  EDA  should  be  that  the  system 
is  performance  driven  through  accountability  for  outcomes  so  that 
when  the  EDA  provides  funding  to  the  local  level,  it  should  be  tied 
to  the  achievement  of  performance  and  quality  standards. 

These  standards  should  be  developed  and  agreed  between  the 
parties  and  progressively  increased  year  by  year  so  that  the  system 
as  a  whole  and  the  components  are  continually  striving  for  im- 
provement. In  return  for  this  sort  of  performance-driven  approach, 
I  would  like  to  see  greater  autonomy  for  decisionmaking  pushed 
down  to  the  lowest  practical  level. 


So,  a  slightly  different  role  for  the  EDA,  as  a  catalyst,  as  a  public 
policy  innovator,  as  an  investor,  both  leading  off  from  initiatives 
and  developments  and  strategies  which  are  developed  at  the  local 
level  between  the  public  and  private  sectors. 

Thank  you,  Mr.  Chairman,  Those  are  my  remarks. 

[The  prepared  statement  of  Brian  Dabson  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Let  the  record  show  that  the  full  text  of 
the  witness'  statement  will  be  inserted  into  the  record  without 
objection. 

STATEMENT  OF  JOHN  KUTLER,  PRESmENT,  QUARTERDECK 
INVESTMENT  PARTNERS,  INC.,  LOS  ANGELES,  CA 

Mr.  KuTLER.  Thank  you.  I  believe  I  am  the  representative  from 
the  for-profit  side  of  the  house  today. 

Quarterdeck  Investment  Partners  is  a  for-profit  public  interest 
firm  doing  basically  defense  conversion.  We  both  provide  advisory 
services  plus  restructuring  and  growth  capital  for  defense  compa- 
nies. 

I  raised  that  because  it  is  interesting  to  note  that  we  actually 
came  from  an  EDA  background,  which  is  members  of  our  firm  had 
been  contacted  by  different  EDA  task  forces  several  years  ago  as 
part  of  their  look  at  defense  conversion,  and,  as  partisan  pro  bono 
work,  had  responded  to  the  EDA's  groups  focus  which  had  been 
how  to  revive  more  capital  to  provide  outlets  for  defense  conver- 
sion. 

Our  conclusion  was  that,  number  one,  the  EDA,  through  its  loan 
mechanism  might  not  be  fully  leveraging  its  capital  capabilities; 
and  number  two  is  that,  given  the  current  fiscal  restraints  here  in 
Washington,  that  there  would  never  be  enough  dollars  to  solve  all 
the  problems  that  the  EDA  was  addressing. 

We,  at  the  time,  had  developed  a  structure  for  Quarterdeck,  had 
proposed  it  as  part  of  this  EDA  group,  and,  because  of  the  fact  that 
it  was  a  for-profit  entity,  was  not  able  to  be  structured  as  part  of 
the  EDA.  So  we  took  the  mandate  ourselves  and  started  a  company 
and  have  proven  ourselves  to  be  a  successful  model  for  attracting 
private  capital  into  the  same  types  of  activities  that  the  EDA  nor- 
mally fund. 

So  I  iust  wanted  to  briefly  discuss  the  two  areas  of  concerns  that 
we  had  back  IVa  years  ago  when  we  started  Quarterdeck  because 
they  remain  today. 

Number  one  is  the  mechanism  of  using  loans  for  trying  to  create 
jobs  and  to  grow  small  companies.  Our  experience  has  been  that 
the  type  of  companies  that  would  qualify  for  loans  often  aren't  the 
type  of  companies  that  need  the  capital  from  the  EDA  They  can't 
stand  the  normal  tests  of  capital  availability  or  else  they  would  be 
able  to  go  to  banks  and  achieve  that  kind  of  financing.  So,  on  the 
commercial  side  of  the  house,  normally  venture  capital  plays  that 
role  of  nurturing  small  startup  companies  which  provide,  in  the 
case  of  defense  conversion,  the  engine  for  future  growth. 

And  so  we  feel  that  an  equity  capital  provision  may  be  more  ap- 
propriate than  using  a  loan  mechanism  for  several  reasons.  One  is 
this  question  of  a  ability  to  pass  a  certain  qualification  standard. 
Number  two  is  they  typically  do  not  have  the  cash  flow  to  nee- 
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essarily  pay  back  loans.  And,  three,  from  the  EDA  perspective,  in 
order  to  have— if  you  have  a  portfolio  approach  of  loans  and  you 
make  a  loan  to  10  different  companies,  since  you  inherently  are 
loaning  money  to  companies  that  are  risky  companies,  you  would 
expect  that  several  of  those  companies  wouldn't  make  it  and,  there- 
fore, you  recognize  losses  there.  Wherein,  the  companies  that  do 
make  it,  you  just  receive  your  standard  payback  of  interest  plus 
principal. 

With  an  equity  capital  availability,  following  on  Mr.  Dabson's 
points,  if  you,  through  several  different  mechanisms,  were  able  to 
take  an  equity  component  where  you  may  have  as  many  failures 
on  the  downside,  the  money  that  you  receive  back  into  the  program 
for  those  success  stories  would  more  than  pay  off  the  difference 
which  will  allow  you  keep  a  program  self-funding,  which  is  really 
one  of  the  key  points  of  my  conversation  this  morning,  which  is  be- 
fore government  tries  to  convert  companies,  defense  companies,  we 
found  that  it  is  necessary  for  Washington  to  convert  the  way  it 
doles  out  the  different  dollars  to  the  defense  community  because  as 
long  as  defense  contractors,  in  this  case,  continue  to  look  to  Wash- 
ington for  funding  as  opposed  to  private  capital  sources  for  funding, 
they  will  never  cut  that  lifeline,  that  umbilical  cord,  and  be  self- 
sustaining. 

So  I  have  described  in  my  submitted  remarks  two  specific  propos- 
als on  how  to  provide  that  kind  of  equity  capital  and  also  how  to 
leverage  the  availability  of  funds  with  further  private  capital  funds 
through  a  venture  capital  mechanism  as  well  as  some  working  cap- 
ital loans  that  I  can  discuss  in  further  detail  in  our  question  and 
answer  period. 

[The  prepared  statement  of  Mr.  Kutler  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much. 

Mr.  LeRoy. 

STATEMENT  OF  GREGORY  LeROY,  PRE^CIPAL,  GLR 
ASSOCIATES,  CHICAGO,  IL 

Mr.  LeRoy.  Thank  you,  Mr.  Chairman. 

I  am  speaking  today  for  the  experience  of  three  of  my  clients. 
One  is  the  Federation  for  Industrial  Retention  and  Renewal,  which 
is  our  national  network  of  grassroots  organizations  seeking  to 
retain  and  improve  jobs.  It  includes  the  Steel  Valley  Authority 
headed  by  Tom  Croft. 

I  also  represent  American  Capital  Strategies,  which  is  an  invest- 
ment banking  firm  that's  one  of  the  Nation's  foremost  groups  doing 
employee  buyouts. 

And  I  also  am  representing  the  Oil,  Chemical  and  Atomic  Work- 
ers International  Union  and  it  is  currently  wrangling  with  two  de- 
fense conversion  programs,  one  defense  program  for  downsized 
ammo  plants  and  one  Department  of  Energy  for  the  cleanup  of  nu- 
clear weapons  plants. 

I  would  like  to,  instead  of  overarching  ideas  about  EDA,  focus  on 
three  very  specific,  very  tangible,  and  very  doable  things  that  I 
think  I  would  like  to  see  the  EDA  do  that  would  benefit  an  awful 
lot  of  people. 
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Five  years  ago,  I  trained  all  50  States  dislocated  worker  units  in 
the  methodology  of  early  warning.  That  is,  how  to  identify  plants 
that  are  at  risk  of  closing  or  workplaces  that  are  at  risk  of  closing, 
based  on  hundreds  of  plant  autopsies  that  we  in  the  plant  closing 
movement  have  done  to  train  people  to  see,  often  a  year  or  two  in 
advance,  a  plant  that's  at  risk  of  closing,  and  thereby  gain  the  ad- 
vantage of  seeking  to  intervene. 

We  published  a  lot  of  that  information  in  something  called  the 
"Early  Warning  Manual  Against  Plant  Closings"  in  1986,  that  has 
been  very  widely  used  and  read  since  then. 

Whatever  method  of  job  retention  you  want  to  talk  about,  wheth- 
er it  is  employee  buyouts  or  land  use  strategies  or  labor  manage- 
ment interventions  or  any  of  the  other  things  that  have  been  devel- 
oped to  save  jobs,  you've  got  to  have  lead  time.  And  therefore,  early 
warning  really  is  the  cornerstone,  I  would  say,  of  successful  job 
retention. 

The  problem  is  that  the  Department  of  Labor  never  inculcated 
that  idea  within  the  Department  of  Commerce.  And,  likewise,  at 
the  State  level,  the  dislocated  worker  units  never  really  carried  the 
gospel  to  their  State  departments  of  commerce  either.  I  think  there 
really  is  a  gender  dynamic  here,  I  might  say,  parenthetically.  Serv- 
icing of  dislocated  workers  is  a  predominantly  female  function,  I've 
noticed  at  the  State  level,  whereas  economic  development  is  still 
mostly  male. 

I  think  the  EDA  should  be  mandated  to  provide  early  warning 
training  as  a  regular  and  ongoing  regional  function  and  should  pro- 
vide early  warning  case  studies.  It  should  run  pilot  projects  and 
generally  create  an  expectation  of  EDA  beneficiaries  that  they  are 
not  just  in  the  business  of  attraction  but,  as  Dr.  Atkinson  pointed 
out  in  his  analysis,  they  are  in  the  business  of  serving  existing 
businesses.  And  to  do  that  cost  effectively,  you've  got  to  weed  those 
out  that  need  it  the  most,  and  that  is  what  early  warning  is  all 
about. 

It  is  a  proven,  off-the-shelf  technology  and  EDA  has  been  ignor- 
ing it  for  10  years.  And  I  don't  think  it  can  afford  to  anymore. 

One  very  avoidable  kind  of  shutdown  we  have  noticed  over  and 
over  again  are  family-owned  companies  who  lack  successors.  In 
1989,  I  conducted  what  was  then  the  largest  study  ever  done  of  the 
retirement  and  succession  plans  of  family-owned  companies  with 
aging  owners.  Fully  38  percent  of  the  130  owners  that  we  inter- 
viewed admitted  that  they  had  no  chosen  successor.  All  were  over 
the  age  of  55  and  many  were  way  past  65. 

Similar  results  were  obtained  in  the  followup  surveys  performed 
in  Seattle  and  New  York  State.  So  I  think  it  is  safe  to  say  in  Amer- 
ica today,  two  out  of  five  familv-owned  companies  with  aging  own- 
ers lack  successors  and  therefore  are  putting  their  companies  at 
risk. 

Several  States,  in  partnership  usually  with  nonprofit  groups, 
have  developed  very  successful  outreach  programs  to  reach  out  to 
aging  owners  and  to  begin  to  educate  them  about  succession  plan- 
ning, specifically  in  New  York,  Washington,  Massachusetts,  Michi- 
gan, Ohio,  and  North  Carolina  I  would  cite  at  the  top  of  that  pack. 

Most  of  those  efforts  have  to  do  with  offering  people  the  employee 
ownership  option  as  a  way — as  a  solution  to  that  problem.  Indeed, 
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about  39  percent  of  the  new  employee  stock  ownership  plans  being 
formed  in  the  United  States  today  are  successorship  deals.  It's  real- 
ly a  win-win  situation  because  the  employees  get  the  option  of  own- 
ing the  company  and  the  motivation  that  comes  with  it  to  work 
smart  and  to  work  productively  and  the  retiring  owner  can  legally 
avoid  all  capital  gains  tax  on  the  transaction  if  they  so  choose  to 
do  that,  so  it's  really  a  win-win  situation  both  for  the  retiring 
owner  and  for  the  workers  who  get  to  retain  their  jobs. 

The  EDA  should  be  training  the  States  and  regions  how  to  reach 
out  and  educate  aging  owners  about  successorship  planning  and 
the  ESOP  option.  Again,  pilot  programs,  educational  materials, 
sponsorship  of  conferences  would  go  a  long  way  toward  getting  that 
message  out. 

I  would  like  to  conclude  with  one  thorny  issue  that  I  have  run 
across  in  EDA  and  I  think  it  is  especially  important  now,  as  you 
talk  about  beefing  up  several  or  at  least  one  or  two  EDA  titles,  in- 
creasing their  activity.  And  that  is  the  issue  of  antirelocation 
regulations. 

I  think  America  already  suffers  too  much  capital  hypermobility. 
And  government  should  not  be  exacerbating  that  problem,  encour- 
aging local  States  or  cities  to  rob  Peter  to  pay  Paul.  Unfortunately, 
I  see  that  happening  sometimes  wdth  EDA  subsidized  industrial 
parks  and  other  projects,  subsidizing  the  destruction  from  afar  of 
existing  family-supporting  jobs. 

The  current  antirelocation  regulations  in  section  309.4  prohibit 
the  use  of  EDA  fiinds  to  subsidize  the  movement  of  work  from  one 
labor  market  to  another.  But  the  penalties  are  rather  weak,  the 
payback  of  the  subsidy  plus  interest.  And  that  prohibition  sunsets 
after  only  4  years. 

I  would  like  to  propose  three  amendments  or  improvements  to 
those  anti-relocation  regs.  I  think  we  should  abolish  the  4-year  sun- 
set. I  just  don't  think  EDA  facilities  ought  to  be  stealing  jobs,  ever. 
For  exceptions,  I  think  we  need  disclosure  requirements.  Compa- 
nies that  apply  for  benefits  under  EDA  programs  should  be  re- 
quired to  disclose  up  front  if  the  project  in  the  EDA  site  is  going 
to  dislocate  people  elsewhere  and,  if  so,  how  many.  And  then  there 
should  be  a  comment  period  and  notification  requirement  for  those 
people  and  their  jurisdiction,  their  municipality  to  learn  about  that 
potential  dislocation  and  have  an  opportunity  to  comment  on  the 
application  at  that  time. 

And  I  think  we  need  meaningful  deterrents  against  violations.  I 
think  that  applicants  should  be  required  to  sign  off  on  knowledge 
that  they're  liable  for  criminal  fraud  penalties  if  they  violate  the 
antirelocation  language. 

Thanks  very  much. 

[The  prepared  statement  of  Mr.  LeRoy  can  be  found  in  the 
appendix.] 

Chairman  K^NJORSKI.  Thank  you. 

Doctor, 

STATEMENT  OF  DR.  MICHAEL  ODEN,  RESEARCH  FELLOW, 
PROJECT  ON  REGIONAL  AND  INDUSTRIAL  ECONOMICS,  RUT- 
GERS UNIVERSITY. 

Mr.  Oden.  Thank  you,  Mr.  Chairman. 
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I  want  to  talk  briefly  about  what  causes  unequal  growth,  why 
some  regions  grow  and  develop  very  rapidly  while  other  regions  de- 
cline. Because  I  think  it  provides  a  context  to  think  about  regional 
development  somewhat  differently  and  to  think  about,  given  that, 
a  new  role  for  EDA. 

I  want  to  reinforce  some  of  the  comments  that  have  already  been 
made  about  the  lessons  from  the  United  States  and  other  countries 
which  show,  really,  that  development  of  new  capacities  and  new  in- 
stitutions within  a  region  are  as  or  more  important  than  the  build- 
ing of  new  structures  or  edifices  in  laying  the  foundation  for  re- 
gional recovery. 

And  then  I  will  end  by  offering  some  ideas  about  how  a  rehabili- 
tative EDA  could  make  a  big  difference  in  forming  new  partner- 
ships with  regional  and  local  actors  to  stimulate  economic  recovery. 
And  I  will  try  to  skip  over  some  of  the  points  that  have  been  made. 
Because  it  seems  that  in  many  ways  that  we're  all  reading  from 
the  same  script. 

If  you  look  at  the  way  that  regions  grow  and  decline,  big  dif- 
ferences in  regional  growth  are  normal  in  vibrant  market  econo- 
mies. Technologies  and  new  industries  develop  and  grow  and 
spread  in  a  region.  These  new  technologies  disburse  within  a  re- 
gion. That  region  starts  exporting  its  products,  brings  in  income, 
and  that  growth  process  continues  to  accelerate  and  develop. 

Silicon  Valley  becomes  the  world  leader  in  computing,  Seattle  an 
aerospace  capital,  Rochester,  New  York,  a  capital  in  optics  and 
imaging. 

The  erosion  of  regional  economies  as  industries  mature  and  de- 
cline is  also  a  complex  and  cumulative  process.  And  this  is  exactly 
why  stand-alone  projects  or  isolated  initiatives  within  the  context 
of  regional  development  rarely  work.  Unless  they  are  really  part  of 
a  broad  and  long-term  economic  revival  strategy  for  a  region,  often- 
times these  projects,  be  they  sports  stadiums  or  downtown  develop- 
ments, become  castles  in  the  sand. 

Regional  growth  disparities  are,  in  large  part,  the  outcome  of  un- 
predictable changes  in  technology  and  market  forces.  However, 
Federal  policy  and  spending  has  had  a  very  important  effect  on  re- 
gional growth  patterns  in  the  United  States.  The  Federal  Govern- 
ment historically  has  had  very  few  active  regional  development 
policies  defined  as  some  systematic  targeting  of  government  spend- 
ing and  assistance  to  reduce  regional  imbalances.  But  Federal  poli- 
cies in  the  defense  and  science  and  technology  areas  have  con- 
stituted an  extremely  powerful  passive  regional  policy. 

The  unequal  regional  distribution  of  military  expenditures  in  re- 
search and  development  support  has  allowed  some  regions  to  grow 
very  fast  and  agglomerate  in  high-technology  areas.  And  it  has  es- 
sentially, in  a  passive  way,  drained  resources  from  other  regions. 

In  terms  of  active  regional  policies,  EDA,  certain  block  grant  pro- 
grams and  some  social  and  infrastructural  programs  have  been  re- 
gionally targeted.  But  these  were  very  limited  relative  to  the  over- 
all Federal  budget  and  the  passive  effects  of  that  on  regional 
growth.  And  these  targeted  programs  have  been  very  small  relative 
to  what  other  countries  spend,  Japan  and  Western  Europe,  on  re- 
gional development. 
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The  1980's  really  saw  an  increase  in  regional  imbalances,  even 
as  direct  Federal  assistance  for  regional  and  community  develop- 
ment was  scaled  back.  Of  course,  we  know  that  the  EDA  spent 
most  of  the  decade  of  the  1980's  on  a  sort  of  budgetary  death  row. 
And  its  capacities  were  degraded  and  limited  as  a  result. 

Out  of  the  experiences  of  the  eighties,  which  saw  some  regions 
boom  and  other  regions  experience  severe  economic  restructuring 
and  severe  economic  challenges,  came  this  new  idea  which  Dr.  At- 
kinson and  Mr.  Dabson  defined  as  the  second  or  third  wave  devel- 
opment strategies.  The  emphasis  was  not  on  building  stand-alone 
infra  structural  projects;  the  emphasis  was  on  developing  a  strategy 
and  implementing  that  strategy  across  a  wide  set  of  local  institu- 
tions and  drawing  upon  a  number  of  local  public  and  private  actors 
to  carry  out  programs  in  an  area. 

Both  Dr.  Atkinson  and  Mr.  Dabson  have  talked  about  some  of 
the  elements  of  this  new  approach  which  I  call  moving  from  brick 
to  mortar  to  building  of  people  and  institutions,  and  I  won't  repeat 
that. 

I  would  like  to  end  by  focusing  on  the  unevenness  of  regional 
development  capability  and  how  the  EDA  can  fill  gaps  in  local 
capacity. 

I  think  these  hearings  will  reveal  dozens  of  successful  projects  in- 
corporating the  elements  of  this  more  progressive  regional  develop- 
ment strategy.  But  these  success  stories,  although  they  are  encour- 
aging and  there  are  quite  a  few,  are  fairly  thinly  spread  across  the 
Nation. 

New  challenges  are  emerging,  specifically  in  those  regions  that 
depended  on  military  contracts  and  military  bases  for  their  eco- 
nomic livelihood.  And  many  declining  regions  and  communities 
lack  the  capacities — they  can  carry  out  a  development  project,  but 
they  don't  have  the  capacities  for  a  strategic  approach  to  tackling 
local  and  regional  development  challenges. 

I  think  the  EDA  can  fill  these  gaps  in  local  capacity,  and  I  agree 
with  Brian  Dabson's  characterization  of  how  the  EDA  should  start 
seeing  itself  and  the  strategy  that  the  EDA  should  use  in  trying 
to  redevelop  a  new  focus  and  a  new  way  of  targeting  its  resources. 

I  think  that  first  the  EDA  should  move  from  funding  of 
infrastructural  projects  into  becoming  partners  with  local,  public, 
and  private  institutions  in  things  like  business  incubators,  capital 
access  funds,  and  manufacturing  extension  and  other  technical  as- 
sistance projects  which  are  going  to  have  more  long-term  payoffs 
than  support  for  brick-and-mortar  projects. 

I  think  that  EDA  should  pay  more  attention,  in  terms  of  its  rela- 
tionships with  State,  local,  and  regional  government,  on  being  ac- 
tive in  the  technical  assistance  and  direct  support  process  to  local 
groups.  I  think,  for  example,  the  EDA  should  consider  developing 
a  case  officer  system  which  they  have  in  some  form  at  the  Office 
of  Economic  Adjustment.  This  would  involve  basically  assigning 
one  individual  to  work  with  groups  in  specific  regions  on  the  appli- 
cation, planning,  and  program  development  process. 

This  case  officer  would  be  a  central  point  of  contact  for  inquiries 
from  the  local  level  and  should  actively  work  with  local  actors  in 
preparing  proposals  and  processing  paperwork.  And  that  case  offi- 
cer should  be  prepared  to  act  as  a  liaison  and  an  advocate  with 
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other  Federal  agencies  as  a  program  is  put  together  and  put  in 
place  for  a  specific  community. 

Third,  I  think  that  the  EDA  should  think  about — and  this  is  a 
more,  maybe  a  more  futuristic  proposal — working  through  regional 
development  alliances.  The  Regional  Technology  Alliances  Program 
of  the  TRP  conversion  piece  recognized  that  regions  are  really  im- 
portant designations  for  technology  development  and  transfer. 

Geographic  regions  spreading  over  cities,  counties,  and  so  on 
often  contain  important  economic  conglomerations  and  technology 
transfer  institutions.  The  spacial  dimensions  of  these  economic  in- 
stitutions are  different  than  cities,  counties,  and  States.  This  is  rec- 
ognized in  regional  development  authorities  like  the  Steel  Valley 
Authority  or  the  EADC  in  the  St.  Louis  region,  which  are  really 
based  on  economic  versus  political  jurisdictions. 

Developing  these  regional  development  alliances  would  basically 
mean  creating  a  regional  board,  a  broad-based  board  of  local  gov- 
ernment officials,  business  and  labor  groups  and  community  groups 
and  have  the  EDA  as  a  member  of  that  board.  The  advantages  of 
working  through  an  instrument  like  a  regional  development  alli- 
ance would  be  not  simply  to  develop  a  new  sort  of  bureaucratic 
layer,  but  to  get  a  real  bird's-eye  view  of  the  overall  economy,  de- 
velopment trends,  and  existing  programs  and  institutions  so  that 
the  EDA  and  the  other  partners  in  the  region  could  see  how  the 
pieces  fit  together. 

One  of  the  points  that  Mr.  Dabson  made  is  that  new  development 
strategies  involve  designing  a  comprehensive  and  complementary 
set  of  programs,  not  simply  stand-alone  projects,  to  do  this  project 
over  here  and  that  project  over  there. 

Working  through  regional  development  alliances  could  improve 
government  efficiency  by  reducing  duplication  within  a  region,  and 
it  would  allow  the  EDA  to  take  a  position  on  a  board  managing  in 
a  sense  a  portfolio  of  development  programs  and  initiatives.  And 
they  could  see,  again  by  getting  this  bird's-eye  view  of  the  regional 
development  process  where  EDA  resources  could  be  targeted  and 
leveraged  most  efficiently  with  the  other  local  partners. 

One  of  the  key  characteristics  of  the  new  approach  to  regional 
development  is  that  public  agencies  and  public/private  partnerships 
have  found  that  to  have  an  impact  they  have  to  market  their  serv- 
ices to  their  customers.  And  I  think  that  the  EDA,  once  it  is  reau- 
thorized and  once  it  is  revived,  needs  to  really  market  its  services 
and  show  people  around  the  Nation  the  new  ways  it's  going  to  act 
in  a  development  arena. 

Finally,  I  think  in  the  area  of  military  conversion,  the  focus  of 
EDA  in  this  partnership  or  in  these  alliances  should  be  on  commer- 
cialization and  new  business  creation,  not  on  technology  develop- 
ment. I  think  the  Federal  Conversion  Program  emphasizes,  per- 
haps overemphasizes,  the  development  and  deployment  of  dual-use 
technologies. 

At  the  Project  on  Regional  and  Industrial  Economics,  we  have 
been  surveying  firms  in  defense-dependent  regions  and  we  found 
that  capital  access  and  management  and  marketing  problems  are 
the  main  barriers  to  commercialization  for  defense-oriented 
companies. 
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The  EDA  should  therefore,  in  this  area,  focus  on  and  partner 
within  local  actors  the  area  of  developing  local  loan  funds  to  im- 
prove access  to  financing  by  smaller  diversifying  defense  compa- 
nies. And  it  should  support  partnerships  to  provide  intensive  man- 
agement and  technology  assistance  to  diversifying  firms  and  ag- 
gressive programs  to  encourage  startups  and  spinoffs  by  personnel 
from  large  defense  companies. 

Large  defense  companies  are  a  mixed  bag,  but  many  large  de- 
fense companies  are  basically  abandoning  technologies  and  know- 
how  that  has  commercial  applications  to  concentrate  on  their  core 
defense  businesses.  And  I  think  EDA  could  play  a  role  in 
partnering  with  groups  who  want  to  help  unbundle  some  of  that 
technology  and  some  of  that  capacity  out  of  defense  companies.  So 
I  think  that  this  support  for  commercialization  should  really  define 
the  EDA  role  in  the  military  conversion  area. 

Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Michael  Oden  can  be  found  in  the 
appendix,] 

Chairman  Kanjorski.  Thank  you,  Dr.  Oden. 

Mr.  Croft. 

STATEMENT  OF  THOMAS  CROFT,  EXECUTIVE  DIRECTOR, 
STEEL  VALLEY  AUTHORITY,  PITTSBURGH,  PA 

Mr.  Croft,  Thank  you,  Mr.  Chairman  and  staff  and  members  of 
the  subcommittee  for  inviting  me  to  speak  today, 

I  would  like  to  say  how  honored  I  am  to  speak  and  join  this  im- 
pressive panel  on  these  important  issues  because  those  of  us  who 
are  working  at  the  local  level  and  the  regional  level  in  towns  like 
Pittsburgh  and  mill  towns  like  Monhall  and  Homestead  and  small 
bankrupt  towns  in  western  Pennsylvania  realize  that  we  are  here 
to  speaK  on  very  critical  survival  issues,  not  just  academic  issues 
which  affect  legislation. 

The  Steel  Valley  Authority  is  a  regional  development  agency  in 
the  city  of  Pittsburgh  and  11  mill  towns  in  the  Mon  Valley  char- 
tered by  the  Commonwealth  of  Pennsylvania  and  founded  by  orga- 
nized labor,  civic  leaders,  and  mill  town  mayors  in  1986  afler  the 
collapse  of  the  steel  industry  in  the  1980's. 

With  a  small  professional  staff,  we  have  inaugurated  several  in- 
novative and  creative  projects  to  retain  and  create  manufacturing 
enterprises  and  jobs,  and,  in  the  process,  putting  some  800  people 
back  to  work  in  family-wage  jobs. 

We've  had,  especially  in  our  work,  what  we  call  a  manufacturing 
advocacy  focus.  The  mission  of  the  SVA  has  been  to  revitalize  the 
manufacturing  base  of  the  region  which  suffered  the  greatest  in- 
dustrial dislocation  in  the  Nation  in  the  1980's.  The  SVA  was 
formed  with  a  formidable  array  of  public  powers  that  have  been 
put  to  use  on  behalf  of  the  community  in  unique  ways  including 
eminent  domain,  industrial  finance  and  ownership  powers,  and 
other  powers  to  prevent  the  destruction  of  viable  industrial  facili- 
ties by  arbitrary  corporate  forces  or  by  global  forces. 

Besides  building  partnerships  in  the  workplaces  and  new  re- 
gional alliances  to  strengthen  our  jobs  base  as  has  been  suggested 
by  the  administration,  the  SVA  has  supported  many  critical  new 
directions  for  our  region's  job  sector.  Long  before  it  became  popular 
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to  focus  on  the  retention  of  manufacturing  in  industry,  the  SVA 
knew  that  it  would  be  impossible  to  build  a  strong  and  growing 
economy  base  purely  on  expanding  high-tech  and  service  economy 
sectors. 

The  SVA  was  also  one  of  the  first  to  recognize  that  retaining 
good,  high-paying  manufacturing  jobs  was  probably  more  valuable 
a  goal  than  to  pursue  chip-chasing  and  venture  capital-driven  new 
startups. 

It  has  also  been  our  experience  that  working  with  management 
and  workers  and  unions  provides  the  best  hope  for  the  long-term 
survival  and  reemergence  of  America's  manufacturing  base. 

It  is  my  hope  that  during  my  testimony  you  will  come  to  under- 
stand that  regionally  and  community-based  economic  development 
institutions  employ  ownership,  early  warning  networks,  manufac- 
turing coalitions,  rebuilding  brownfields  and  abandoned  millsites, 
and  other  newer  tools  for  financing  and  restructuring  companies 
and  the  manufacturing  sector  offers  the  Economic  Development  Ad- 
ministration the  best  opportunity  for  efficiently  and  effectively 
using  its  resources. 

In  terms  of  the  last  several  years,  the  SVA  has  worked  for  many 
years  to  institutionalize  many  of  the  ideas  that  are  now  part  of  the 
President's  and  the  administration's  agenda  for  intervening  in  the 
ongoing  economic  crises  in  order  to  rebuild  a  jobs-based  manufac- 
turing economy. 

We  probably  differ  in  a  couple  of  major  respects.  We  believe  that 
job  training  is  useless  without  a  strong  jobs  creation  and  retention- 
oriented  development  strategy.  We  also  believe  that  the  mainte- 
nance of  a  jobs  base  is  probably  impossible  without  stronger  plant 
closure  legislation,  without  the  development  of  a  national  invest- 
ment fund,  and  the  construction  of,  basically,  an  industrial  policy. 

Over  the  years,  those  of  us  in  the  trenches  have  felt  abandoned 
by  the  Federal  Grovernment  and  the  Economic  Development  Admin- 
istration in  terms  of  supporting  new  and  innovative  approaches 
that  do  not  fit  their  traditional  framework.  Too  often  we  have  had 
to  rely  on  limited  State  and  local  support  as  we  watched  whole  in- 
dustries and  tens  of  thousands  of  jobs  disappear. 

When  called  upon  as  recently  as  2  years  ago,  EDA  regional  offi- 
cials claimed  that  the  Pittsburgh-Mon  Valley  area  had  recovered 
economically.  I  never  did  quite  figure  out  where  they  got  their  in- 
formation, out  I  know  where  I  got  mine,  from  5  of  my  12  member 
mimicipalities  which  are  bankrupt,  by  40  miles  of  aoandoned  in- 
dustrial properties  and  a  declining  tax  base,  and  by  the  tens  of 
thousands  of  unemployed  and  underemployed  workers  who  strived 
for  a  chance  to  return  to  meaningful,  productive  work  in  this 
society. 

I  guess  that  leads  us  to  the  question,  do  we  need  the  EDA?  And 
my  answer  is  not  if  it  is  more  of  the  same.  My  answer  is  yes,  if 
those  of  us  in  the  country  can  participate  in  the  restructuring  of 
the  operation  toward  local  and  regional  partnerships,  and  toward 
some  relevance  for  the  agency  in  the  1990's. 

As  an  example  of  our  work,  I  invite  you  to  watch  the  "ABC  World 
News  Tonight"  segment  of  the  American  Agenda  which  will  focus 
on  a  project  that  the  SVA  recently  worked  on  in  the  depressed  in- 
dustrial valley  north  of  Pittsburgh.  The  story  of  how  100  dislocated 


18 

steelworker  union  workers  and  a  coalition  of  churches  and  commu- 
nity groups  reopened  a  closed  foundry,  bring  themselves  back  to 
work  in  jobs  that  they  now  own.  Sharpsville  Quality  Products,  I 
think,  is  one  of  the  best  models  for  a  new  EDA  to  get  behind  and 
support  with  tangible  dollars  and  technical  assistance, 

I  will  just  briefly  highlight  some  of  the  new  approaches  that  we 
have  been  working  toward  in  conjunction  with  local  governments 
and  the  Commonwealth  of  Pennsylvania.  These  efforts  comprise  an 
intense  regional  job  strategy  which,  we  believe,  reveals  an  impor- 
tant model  for  the  EDA. 

This  regional  strategy  includes  a  focus  on  the  conversion,  reten- 
tion, and  reanchoring  of  critical  industries  in  the  regions,  especially 
those  affected  by  military  downsizing  and  the  temptation  to  go  to 
Mexico  through  NAFTA,  but  also  at  the  local  level,  developing  jobs- 
creation  efforts  around  environmental  and  alternative  technologies, 
targeting  distressed  communities  and  targeting  brownfields  and 
abandoned  millsites  for  redevelopment. 

Of  these  two  tools,  the  most  important  one  so  far  has  been  our 
new  Southwest  Early  Warning  Network  project  or  SEWN  project 
which  is  a  regional  early  warning  network  created  by  the  SVA  in 
1993  and  1994,  funded  by  the  State  Departments  of  Commerce  and 
Labor,  which  has  already  saved  500  jobs  in  the  first  year  and 
helped  engineer  the  worker  buyout  of  the  Sharpsville  Quality 
Products. 

We  were  able  to  assist  34  case  companies  with  5,000  workers  and 
$5  million  in  sales  in  its  first  year,  and  we  assisted  workers  in  sev- 
eral plants  through  worker  buyouts.  As  part  of  the  network,  we  as- 
sembled a  regional  retention  team  which  is  composed  of  economic 
development  and  worker  adjustment  agencies  as  well  as  tech- 
nology, business,  and  labor  groups. 

We  conducted  this  major  program  through  business  labor  out- 
reach with  tremendous  responses  from  labor  unions  and  from  busi- 
nesses; through  systematic  coordination  between  commerce  and 
labor  agencies;  through  the  provision  and  deployment,  rapid  de- 
ployment, of  employee  ownership  and  business  turnaround  serv- 
ices; and  through  the  creation  of  an  Industrial  Valley  Investment 
Corp.,  which  we  are  now  creating,  due  to  our  observation  that 
banks  have  basically  moved  away  from  small  businesses  and  man- 
ufacturing concerns. 

The  second  major  initiative  then  is  our  industrial  community  de- 
velopment programs  which  have  resulted  in  new  approaches  to 
millsite  redevelopment  and  cooperative  economic  recovery  strate- 
gies on  the  part  of  distressed  millsites,  including  a  recent  success- 
ful military  plant  conversion  of  a  formerly  abandoned  200,000 
square  foot  armory  to  local  ownership. 

The  SVA  has  had  to  focus  much  of  its  efforts  on  redeveloping  and 
rebuilding  abandoned  millsites,  which  are  at  the  heart  of  a  commu- 
nity's path  to  new  economic  revenues  and  economic  recovery.  These 
projects  include  the  passage  of  $50  million  at  the  State  level  of 
millsite  redevelopment  programs,  which  are  encapsulated  under 
the  Industrial  Sites  Community  Program,  and  the  recent  passage 
of  an  environmental  cleanup  programs  for  millsites,  which  is  called 
the  New  Greenfields  Initiative. 
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They  also  include  the  development  of  a  new  manufacturing  and 
development  computer  system,  a  mapping  system,  which  we  call 
M-Base,  which  is  a  geographic  based  system  that  can  read  eco- 
nomic development  data  bases  and  can  provide  pictorial  analyses 
of  economic  development  components  such  as  manufacturers, 
skilled  dislocated  workers,  industrial,  commercial,  and  residential 
properties,  streets  and  infrastructure. 

Also,  an  intermunicipal  development  network,  which  has  been 
developed  as  a  Mon  Valley  circuit-rider  project  to  help  our  member 
communities  coordinate  economic  development  needs  and  opportu- 
nities. Our  Green  Technolo^  Park  project,  a  new  marketing  and 
development  workshop  in  partnership  with  our  mayors  and  council 
leaders  to  target  the  development  of  new  factories  employing  peo- 
ple to  remanufacture  recycled  products  and  build  emerging  envi- 
ronmental, energy,  and  transportation  technologies,  in  cooperation 
with  some  of  the  Washington-based  intermediaries. 

In  conclusion,  I  welcome  your  efforts  to  remodel  and  restructure 
the  EDA.  We  need  a  Federal  Government  and  an  EDA  that  is  revi- 
talized and  that  is  in  tune  with  the  dramatic  and  drastic  changes 
continuing  to  occur  in  the  economy  across  the  country.  We  need  a 
development  corps  that  is  aware  of  this  major  turmoil  in  the  econ- 
omy and  which  will  help  States  and  municipalities  to  intervene, 
ana  which  will  stay  around  for  the  long  haul. 

Thank  you. 

[The  prepared  statement  of  Mr.  Thomas  Croft  can  be  found  in 
the  appendix.] 

Chairman  Kanjorski.  Thank  you  very  much. 

As  I  sit  here  and  listen  to  the  wide  range  of  ideas,  I  wonder  if 
some  of  you  feel  that  if  we  do  not  change  EDA  we  should  just  kill 
it — ^put  it  out  of  is  misery. 

And,  on  the  other  hand,  there  is  such  a  disparity  of  problems, 
you  know,  everything  from  the  loss  of  a  major  base  industry  to  the 
conversion  plan,  or  the  conversion  of  the  military  industries. 

Let  me  start  off  on  that  sort  of  framework. 

Since  we  have  limited  funding,  do  you  think  that  we  ought  to  re- 
spond to  political  decisions  as  to  where  assets  should  be  allocated 
at  any  given  time,  such  as  we  have  with  the  conversion  area?  With 
those,  we  are  actually  going  to  be  targeting,  and  putting  money 
into,  specific  areas.  If  you  took  the  overall  income  level  in  the  area 
and  the  overall  infrastructure  level  in  the  area,  you  will  find  that 
it  exceeds  probably  80  percent  of  basic  America. 

But,  because  it  is  now  caught  in  a  downturn — I  am  talking  pri- 
marily of  California — ^it  is  high  on  everybody's  list  to  be  targeted 
with  funds,  like  Economic  Development  Funds,  to  the  disadvantage 
of  steel  communities  like  your  own,  or  areas  of  the  country  that 
suffer  from  long-term  systemic  economic  default.  I  would  like  to 
hear  some  ideas  on  that. 

Or  do  you  think  we  ought  to  put  the  conversion  funds  in  with 
all  other  funds  and  then  let  some  standard  of  need  be  the  guiding 
force?  I  think  this  would  take  a  lot  less  funds  into  the  conversion 
area.  I  would  imagine  an  application  from  the  Steel  Authority  is 
certainly  going  to  exhibit  a  stronger  need  than  San  Francisco's 
cutdown  of  the  Presidio. 
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Mr.  KUTLER.  One  suggestion  I  would  have  is  there  is  never  going 
to  be  enough  money  to  address  all  these  problems,  which  is  why 
I  started  to  get  into,  instead  of  arguing  over  how  we  divide  the  pie, 
defense  conversion  is  one  area  where  the  government  can  better 
play  the  role  of  catalyst  as  opposed  to  funding.  I  mean,  from  a  steel 
perspective,  you  may  need  to  fund  that.  But  from  a  technology 
standpoint,  the  private  sector  can  do  that. 

Chairman  K^njorski.  Let  me  address  this  thing  because  you  all 
listened.  I  have  a  real  problem.  I  represent  a  community  of  Penn- 
sylvania not  too  dissimilar  from  Mr.  Croft's.  And  when  I  go  to  meet 
with  my  constituents,  they  really  have  not  participated  in  the  eco- 
nomic boom  of  this  country  since  the  Second  World  War.  And  they 
have  heard  of  two  dramatic  explosions  of  economic  activity;  these 
areas  of  Pennsylvania  have  not  experienced  that  at  all. 

But  amazingly  enough,  in  the  sixties,  seventies,  and  eighties  dur- 
ing the  cold  war,  they  were  called  upon  to  pay  relatively  high  taxes 
to  finance  the  military  challenge  of  the  United  States.  And  they 
paid  that  or  agreed  that  the  government  should  go  excessively  into 
debt,  which  it  has. 

And  most  of  that  money,  if  you  really  look  at  where  it  was  dis- 
bursed, went  to  the  east  and  west  coasts  of  the  United  States, 
Texas  and  Florida.  The  central  part  of  the  United  States,  which 
sometimes  we  refer  to  as  the  Rust  Belt,  got  very  little.  Their  ter- 
rain with  its  weather  conditions,  climactic  conditions,  and  so  forth, 
just  really  does  not  lend  itself  to  military  industry  or  military 
facilities. 

The  hundreds  of  billions  of  dollars  went  into  areas  like  Califor- 
nia. Let  us  take  California  as  an  example.  Now,  we  are  going  to 
close  those  bases. 

You  could  sit  back  and  say,  what  does  that  represent?  Well,  if 
you  take  conversion  money  and  you  take  a  military  installation  in 
California  that  has  a  Strategic  Air  Command  landing  field,  that 
has  dormitories  for  troop  placement,  it  has  hangars,  has  facilities 
of  all  sorts,  and  total  infrastructure,  you  could  look  at  that  as  a 
military  installation  or  you  could  look  at  that  as  a  world  class  in- 
dustrial park.  As  conversion  occurs,  if  you  are  smart,  you  are  going 
to  look  at  it  as  a  world  class  industrial  park. 

Now,  what  does  that  mean?  We  will  have  overcapacity  in  the 
country  of  industrial  locations  with  infrastructures  in  place  for 
probably  the  next  20  to  30  years.  What  does  that  mean  to  areas 
like  Pittsburgh?  They  are  going  to  wait  30  years  before  they  can 
create  anything  like  it.  They  will  never  have  the  infrastructure, 
they  will  never  have  the  world  class  park. 

So  they  were  taken  at  the  first  hit  on  the  defense  side,  paid  for 
it,  and  now  they  are  coming  back  and  rescuing  the  very  group  that 
was  first  hit.  And  I  just  sense  in  a  way  some  feeling  out  there  that 
this  is  not  quite  fair. 

One  thing  was  a  national  emergency  and  a  defense  need.  Now, 
it  is  economic  right  that  we  are  supporting.  And  they  stand  second 
or  third  in  line  in  priority  to  these  funds,  what  limited  funds  we 
have. 

How  would  we  handle  that?  See,  we  have  the  conversion  getting 
those  primary  funds.  I  am  wondering  whether  or  not  we  should 
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merge  all  conversion  and  EDA  funds  in  one  pot  and  let  everyone 
go  through  a  standard,  equal  competition, 

Mr.  Croft.  I  would  like  to  offer  the  interpretation,  for  instance, 
of  the  Pittsburgh  area.  What  our  interpretation  is,  is  that  we  were 
part  of  the  military  buildup.  We  forged  the  steel  to  build  the  ships 
and  to  develop  the  military's  capacity  during  World  War  II.  We  just 
got  hit  harder,  quicker. 

I  mean,  we  suffered  through  military  downsizing  in  the  seventies 
and  eighties.  And  yet  when  we  talk  about  military  conversion  dol- 
lars, even  though  we've  lost  tens  of  thousands,  probably  150,000 
jobs  in  the  10-county  area  in  the  region,  the  dollars  are  going  to 
the  higher  income  areas,  as  you  say. 

And  I  would  guess  that  one  of  our  observations  in  terms  of  con- 
version is  that  many  of  the  economic  development  organizations  in 
Pennsylvania,  like  the  Ben  Franklin  Technology  Centers,  which 
have  not  had  an  interest  in  conversion  or  military  downsizing  or 
industrial  dislocation,  as  long  as  I  have  been  there,  and  I  have 
been  working  in  this  field  for  15  years  and  I  have  been  in  Pitts- 
burgh for  6  years,  as  soon  as  the  conversion  programs  came  about 
there  was  a  mass  rush  to  put  together  the  RFPs  and  to  win  the 
bids. 

And  I  am  not  sure  that  they  are  addressing  military  conversion. 
What  I  think  they  have  done  is  they  have  basically  retooled  the 
conversion  dollars  to  meet  their  own  program  areas,  which  have  be- 
come in  many  cases  glorified  and  fairly  large  scale  research 
projects  on  the  part  of  private  industry. 

So  I  really  question  whether  or  not  there  is  the  linkage  in  terms 
of  what  is  actually  going  on  in  terms  of  the  places  where  there  is 
military  downsizing,  that  we  do  have  impacts  in  the  smaller  shops, 
the  smaller  military  shops,  the  subcontractors  and  the  shops  which 
are  being  affected.  They  are  not  the  big  primes,  but  they  are  the 
second-  and  third-tier  subcontractors. 

And  yet  it  is  my  feeling  that  a  lot  of  those  companies  are  not 
going  to  get — there  is  not  going  to  be  any  kind  of  application  in 
terms  of  conversion  to  their  real  needs.  And  that  a  lot  of  the  dollars 
are  going  to  go  into  some  fairly  esoteric  research  areas  as  they 
have  been  for  many  years  in  the  Ben  Franklin  Programs. 

Chairman  Kanjorski.  I  take  it  you  are  not  a  very  strong  sup- 
porter of  the  Ben  Franklin  Program. 

Mr.  Croft.  You  know,  we  work  with  the  IRCs  in  Pennsylvania 
and  there  is  a  partnership  between  the  IRCs  and  Ben  Franklin.  In 
terms  of  are  those  dollars  going  to  where  they  are  needed  in  Penn- 
sylvania at  this  point,  maybe  some  of  them  are  but  I  would  say 
that  a  lot  of  them,  even  the  ones  that  are  going  to  Pennsylvania, 
the  few  dollars  that  are  going  to  Pennsylvania  I  would  suggest  are 
not. 

Chairman  Kanjorski.  I  happen  to  share  your  feeling  and  I  relat- 
ed that  to  some  members  of  the  administration.  Yes,  sir. 

Mr.  Dabson.  I  would  just  like  to  build  a  little  on  what  Mr.  Crofi: 
has  just  said  is  that  I  have  a  problem  with  category  funding  any- 
way. Clearly,  there  is  a  political  pressure  to  be  able  to  be  seen  to 
be  responding  to  what  is  the  emergency  of  the  moment,  whether 
it  is  NAFTA,  whether  it  is  defense  conversion,  or  whatever,  but  so 
much  of  what  is  required  in  responding  to  these,  what  is  effectively 
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a  change  in  the  market  circumstances  for  business,  is  common 
across  whatever  industry  we  are  talking  about. 

I  would  be  much  more  comfortable,  I  think,  if  the  EDA  is  going 
to  continue  in  existence  that  it  should  be  given  the  resources  to  be 
able  to  respond  to  a  variety  of  economic  development  needs  and  not 
to  be  forced  into  straitjackets,  saying  this  money  is  only  available 
to  defense  conversion  and  this  is  available  for  something  else,  not 
least  because  of  the  very  point  that's  just  been  made,  that  the  more 
entrepreneurial  of  the  State  and  local  governments  are  going  to 
find  a  way  of  reinterpreting  the  criteria  to  be  able  to  demonstrate 
that  they  are  hard  hit  by  whatever  disaster  it  is  that  we  are  talk- 
ing about. 

My  preference,  Mr.  Chairman,  would  be  that  if  the  EDA  is  ade- 
quately resourced  that  it  should  be  inviting  high  quality  competi- 
tive bids  from  around  the  country  which  are  based  on  multiagency, 
multidisciplinary  approaches,  being  able  to  demonstrate  that  they 
are  responding  to  some  real  needs  both  politically  and  sub- 
stantively and  it  doesn't  matter  whether  the  issue  is  sparked  off  by 
defense  conversion  or  steel  closures  or  whatever. 

They  should  be  on  a  basis  which  the  EDA  is  being  invited  to  in- 
vest in  locally  determined  strategies  for  economic  development, 
whatever  the  routes  are.  It  may  well  be  that  the  nature  of  the  in- 
vestment in  each  case  is  different.  In  some  cases  it  could  be  direct 
investment  in  portfolios  for  venture  capital  or  it  could  be  in  phys- 
ical infrastructure,  but  I  don't  think  you  should  be  looking  at  and 
trying  to  define  a  national  program  which  has  these  particular 
characteristics  but  have  the  flexibility  to  respond  to  localized  and 
regional  needs. 

Chairman  Kanjorski.  Let  me  address  that.  The  problem  is  we 
need  to  determine  where  the  funds  go  based  not  on  a  political  deci- 
sion but  on  peer  review.  It  is  somewhat  similar  to  scientific  grants. 
The  Science  Foundation  likes  to  have  its  peer  review.  Areas  like 
West  Virginia  just  are  not  going  to  have  the  local  talent  and  lead- 
ership to  put  together  an  appealing  application — it  will  be  a  battle 
of  grantsmen,  of  who  gets  the  best  proposal  in  to  meet  what  the 
peer  review  in  their  predetermination,  are  looking  for. 

Mr.  Dabson.  That  is  clearly  a  danger  but  I  think,  as  I  mentioned 
at  the  beginning,  I  think  there's  a  dual  role  which  the  EDA  can 
fulfill. 

One  is  the  investor's  side;  the  other  is  the  investment  in  capacity 
of  building  and  enabling  communities. 

I  don't  believe  there  is  a  single  community  or  group  of  commu- 
nities in  this  country  which  is  incapable  of  getting  its  act  together 
to  define  what  its  needs  are  and  what  its  priorities  should  be. 
There  may  be  some  safeguards  that  you  would  have  to  introduce 
to  avoid  blatant  grantsmanship  but  you  have  only  got  a  limited 
number  of  resources. 

I  am  not  convinced  that  the  resources  are  going  where  they  are 
most  needed  at  the  moment.  What  I  am  trying  to  do  is  find  a  dif- 
ferent way  in  which  you  might  want  to  allocate  them. 

Chairman  Kanjorski.  I  am  struggling  with  that  problem.  It  is 
somewhat  similar  to  an  idea  proposed  by  one  of  the  sociologists  I 
was  recently  reading:  maybe  cities  are  obsolete  and  we  are  just  not 
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smart  enough  to  recognize  it,  so  we  are  fighting  a  battle  to  sustain 
them. 

Let  us  look  at  the  proposition. 

Maybe  there  are  areas  in  the  country  that  are  obsolete  and  we 
just  shouldn't  put  any  more  money  into  them.  Maybe  we  should  do 
the  reverse  and  give  the  people  who  are  looking  for  emplojonent 
the  opportunity  to  travel  to  another  area. 

Now,  I  am  not  sure  that  I  agree  with  that,  for  several  reasons — 
one,  the  dislocation— but  I  certainly  do  see  public  policy  going  that 
way.  The  east  and  west  coasts  of  the  United  States  are  so  densely 
populated,  not  because  they  are  the  most  attractive  areas  to  live 
in,  because  they  certainly  do  have  a  lot  of  social  problems,  but  be- 
cause everj^hing  we  do  in  government  policy  favors  those  areas — 
even  to  the  extent  that  today  that  there  is  a  piece  of  legislation 
pending  in  the  Congress  to  provide  a  reinsurance  for  catastrophic 
loss. 

We  have  a  very  strong  contingency  in  the  country  that  says,  look, 
Lloyd's  of  London  no  longer  insures  these  things.  There  is  no  rein- 
surance market  out  there  so  let  us  use  the  U.S.  Government  as  the 
reinsurer.  Sounds  good,  why  not? 

But,  how  do  you  pay  for  it?  Well,  we  spread  it  across  the  entire 
base  of  all  insurance  policies  in  the  country.  What  cause  cata- 
strophic loss?  Hurricanes,  earthquakes,  and  tornadoes.  Why?  Be- 
cause that  gives  us  a  little  over  250  House  seats,  quite  frankly. 
That  is  what  the  process  is  that  will  carry  it  through. 

Several  questions  arise.  I  go  back  to  my  district  in  Pennsylvania 
that  does  not  have  hurricanes,  earthquakes,  or  tornadoes  and  say 
I  am  sorry,  folks,  but  your  insurance  rates  are  going  up  because 
we  want  to  take  care  of  California,  Miami,  and  16  other  areas  of 
the  country  that  have  these  problems. 

I  do  not  know  how  you  explain  that.  What  are  you  really  doing? 
You  are  taking  the  natural  forces  away  of  the  economy  and  subsi- 
dizing it  with  government  money.  When  people  decide  to  rebuild 
buildings  or  make  investments,  insurance  companies  are  saying,  "If 
you  want  to  put  up  a  $100  million  building,  sure  the  likelihood  is 
that  we  are  going  to  have  damage  here  a  lot  sooner  than  in  Padu- 
cah,  Kentucky,  we  are  going  to  set  the  rate  a  lot  higher,"  At  some 
point  people  are  going  to  say,  gee,  I  would  be  better  off  building 
in  Paducah  than  in  Miami  but  if  we  consider  the  secondary  insur- 
ance, we  see  that  20  years  from  nov/  when  another  hurricane 
comes  through  Miami,  there  will  be  a  potential  $100  bilHon  loss; 
Los  Angeles  will  double  in  size;  San  Francisco  will  double  in  size — 
all  to  the  great  detriment  of  the  interior  of  the  United  States,  all 
driven  by  national  policy,  driven  by  good  politics. 

I  do  not  know  where  that  stops  or  how  to  build  infrastructure  to 
correct  it.  I  will  give  you  an  example.  Now  Pittsburgh  is  fortunate 
enough  to  have  a  hub  airport  but  most  of  the  Northeastern  part  of 
the  United  States  and  Ohio  and  Illinois  are  not  on  the  main  lines. 
An  example  is  the  district  I  represent.  A  flight  to  my  district  one 
way  from  Washington,  DC  exceeds  the  cost  of  flying  to  Moscow. 
That  makes  it  pretty  tough  to  decide  you  should  locate  in  Penn- 
sylvania as  opposed  to  anywhere  in  the  world.  I  can  go  back  and 
forth  to  Florida  or  California  twice  for  the  cost  of  going  home. 

What  does  that  do? 


24 

It  causes  us  a  problem.  It  is  that's  a  great  disincentive.  If  we 
have  to  move  experts  in,  if  we  have  to  move  people  around,  that 
is  not  the  area  to  go  to.  The  incentive  is  to  go  to  the  major  airports. 

Yes,  Doctor, 

Mr.  Atkinson.  I  am  glad  you  are  bringing  up  these  issues 
because  I  think  the  principal  focus  when  we  talk  about  regional 
economic  development  is  on  Federal  economic  development  pro- 
grams— grants,  loans,  and  other  things,  which  clearly  have  an  im- 
portant role.  But  I  think  the  piece  that  hasn't  been  examined  in  the 
past  is  the  role  of  other  Federal  policies  such  as  you  are  describing, 
including  insurance  policies,  finance  policies,  infrastructure  poli- 
cies, as  well  as  location  of  Federal  facilities. 

Thinking  about  Federal  policies  in  terms  of  a  regional  develop- 
ment approach  or  regional  development  hasn't  really  been  done  up 
until  now.  And  one  thing  OTA  discussed  in  our  recent  report  "After 
the  Cold  War,"  was  the  significant  cost  to  the  U.S.  economy  of  re- 
gional imbalances.  If  there  is  rapid  growth  in  certain  areas  and  de- 
cline in  other  areas,  the  economy  as  a  whole  bears  significant  costs. 

Chairman  Kanjorski.  Mr.  Nussle,  I  am  sorry.  We  will  give  you 
a  chance  to  jump  in  here. 

Mr.  Nussle.  Oh,  no,  that's  fine. 

Chairman  Kanjorski.  You  have  a  strong  bill  on  economic  devel- 
opment. 

Mr.  Nussle.  I  don't  want  to  stop  the  conversation.  But  I  guess 
in  this  vein  maybe  going  back  to  the  beginning  might  be  helpful, 
at  least  it  might  for  me.  Part  of  the  problem  that  I  think  we've  got 
is  we  haven't  made  a  determination  yet  or  we  haven't  answered 
two  questions. 

Does  or  should  the  Federal  Government  have  a  role  in  economic 
development?  And,  if  so,  what  is  it? 

Those  are  pretty  basic.  But  I  think  they  are  important.  I  come 
from  a  small  town  in  Iowa  and  I  was  on  the  economic  development 
council  which  means  nothing  to  anybody  here,  except  to  say  that 
a  bunch  of  novices  got  together  to  try  to  figure  out  what  to  do  when 
the  Wal-Mart  came  in  and  closed  the  shoe  store.  Which  isn't  prob- 
ably a  big  deal,  but  it  is  very  similar  to  what  happens  in  defense 
conversion  and  bigger  problems  that  occur  across  the  country. 

But  the  first  thing  we  did  was  we  sat  down  around  a  table  simi- 
lar to  this  and  we  said,  why  are  we  here  and  what  are  we  going 
to  do  about  it,  and  do  we  have  a  role  and  if  so  what  is  that  role? 
And  I  think  that's  part  of  the  problem. 

I  think  the  chairman  is  correct.  The  comments  that  I  have  heard 
today  in  this  vein  are  correct.  It  has  a  lot  to  do  with  pork  barrel 
politics,  it  has  a  lot  to  do  with  politics  in  general,  it  has  a  lot  to 
do  not  so  much  with  votes.  West  Virginia  gets  a  lot  of  what  they 
get  because  of  a  Senator,  a  certain  Senator  over  in  the  Senate.  I 
don't  know  if  they're  behind  the  times  in  West  Virginia;  I've  never 
been  there.  But  I  would  suggest  it  has  a  lot  to  do  more  with  his 
standing  than  it  does  with  whether  or  not  there's  actual,  you  know, 
a  problem  with  the  universities  or  whatever  to  get  together  and 
apply  for  a  grant. 

So  I  guess  I  just  throw  those  out.  I  would  be  interested  in  hear- 
ing maybe  answers  or  maybe  addressing  some  of  those  base  ques- 
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tions.  Does  the  Federal  Government  have  a  role  and  if  so,  what  is 
that  basic  role  or  mission  that  it  has? 

Mr.  LeRoy.  I  would  like  to  speak  to  that  and  also  something  the 
chairman  said  right  off. 

Yes,  I  think  it  has  a  role,  but  it  has  a  role  not  to  continue  the 
past  mistakes  that  it's  made  or  to  exacerbate  bad  trends  that 
you've  already  laid  out. 

I  mean,  I  think  one  of  the  reasons  why  you're  seeing  such  modest 
results,  to  put  it  bluntly,  of  the  defense  conversion  efforts  to  date 
and  why  I  think  you  are  going  to  continue  to  see  modest  results 
is  because  of  the  management  culture  of  most  defense  firms.  It  is 
not  entrepreneurial  and  most  of  them  are  having  big  trouble  mak- 
ing that  switch.  And  they  are  great  at  writing  grants  and  getting 
more  research  dollars,  but  they  are  not  good  at  changing  their 
stripes. 

And  I  don't  think  you  should  continue  to  throw  money  at  that 
bad  management  culture.  They  should  be — I  think  the  idea  of 
lumping  conversion  efforts  with  other  titles  makes  a  lot  of  sense. 
Make  them  compete  on  the  same  entrepreneurial  basis  of,  you 
know,  delivery  and  results. 

Chairman  Kanjorski.  But  if  they  are  to  compete,  it  is  incumbent 
upon  us  to  establish  a  national  policy  so  that  they  know  what  they 
are  competing  for  and  on  what  basis.  We  have  not  done  that  yet. 

Mr.  Nussle  would  probably  argue  that  we  do  not  belong,  that  eco- 
nomic development  is  not  a  function  of  the  national  government. 

Mr.  Nussle.  Actually,  I  am  not.  I  am  not  saying  that.  And  that 
is  not  the  reason  I  made  the  argument. 

All  I  am  suggesting  is  that  you  and  I  have  to  decide  that  and  I 
don't  think  it's  been  decided.  It's  been  decided  by — well,  it  has  been 
decided  if  for  no  other  reason  because  the  votes  decided  it.  But  was 
there  an  active  discussion  similar  to  what  happens  in  your  district 
or  my  district  when  folks  talk  about  real  economic  development 
that  happens  in  these  towns  where  they  sit  around  and  they  say, 
why  are  we  here  and  what  do  we  want  to  do.  We  very  rarely  do 
that. 

Economic  development  sounds  good  at  election  time  for  either 
party  and  either  Representatives  or  Senators  or  Presidents,  and  so 
forth.  But  I  am  not  sure  that  the  reality,  when  we  prop  up,  may 
not  be  the  best — or  when  it's  not  based  on  merit,  it's  based  on 
somebody's  district  or  politics. 

Mr.  LeRoy.  I  am  from  Illinois,  you're  from  Iowa  and  Pennsylva- 
nia. All  three  States  have  not  been  part  of  the  Gun  Belt.  We  have 
all  suffered  disinvestments  as  a  result  of  the  lopsided  geographic 
distribution  of  defense  dollars. 

And  I  mean  if  you  are  talking  about  cost-effective  use  of  Federal 
funds  for  economic  development,  you  have  got  to  look  at  retention 
first  and  development  of  existing  jobs.  And  the  Midwest  has  a  lot 
of  entrepreneurial  track  record — — 

Chairman  Kanjorski.  Let  me  give  you  an  example  of  what  I  am 
worried  about. 

Last  night  we  had  a  session  with  some  of  the  administration  offi- 
cials. Ana  the  question  came  up,  should  we  reregulate  or  deregu- 
late further.  And  there  is  very  strong  feeling  I  think  in  both  politi- 
cal parties  that  anything  called  regulation  is  anti- American. 
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And  as  they  are  looking  at  building  the  information  highway 
now,  they  are  talking  about,  you  know,  letting  the  economy  deter- 
mine it. 

Pennsylvania  is  about  ready  to  bend  over  for  the  third  time,  if 
you  know  what  I  mean.  We  are  not  going  to  get  an  information 
highway  in  Pennsylvania  if  you  put  it  up  to  where  people  spend  the 
bucks.  They  are  going  to  put  it  in  Los  Angeles,  they  are  going  to 
put  it  in  New  York.  It  is  going  to  be  like  cable  television,  it  is  going 
to  be  like  rural  electrification  was.  It  is  going  to  be  like  the  tele- 
phone companies.  Who  are  we  kidding? 

And  20  years  fi-om  now  we  are  going  to  turn  around  and  say,  gee, 
the  private  sector  did  not  think  about  stringing  a  line  across  10 
miles  to  catch  one  person.  Maybe  we  ought  to  do  something  about 
it.  It  is  another  program  the  government  will  get  in,  but  an  hour 
late  and  a  dollar  short. 

We  almost  imprison  some  areas  of  the  country  like  West  Virginia 
or  some  areas  of  Pennsylvania  and  Iowa.  Who  is  going  to  go  to 
Iowa?  Who  the  hell  is  going  to  put  an  information  wire  in  Iowa? 
There  just  is  not  any  point  to  it. 

As  a  matter  of  fact,  even  cable  television  is  not  getting  out  there 
unless  you  have  modem  satellite  disks.  It  is  waiting  for  the  tech- 
nology to  drive  the  capacity  to  perform. 

And  nobody  seems  to  be  addressing  these  questions  with  a  na- 
tional theme  or  a  political  theme.  We  are  just  saying  deregulation 
is  good;  let  us  deregulate.  Deregulation  costs  me  $560  to  fly  one 
way  to  Wilkes-Barre.  That  is  deregulation  to  me. 

Mr.  Croft.  I  just  would  like  to  add  a  couple  of  points.  I  mean, 
first  of  all,  in  terms  of  some  of  these  questions,  it  may  be  the  EDA 
should  not  be  in  disaster  relief  and  let  another  part  of  government 
do  that.  So  that  would  take,  you  know — if  EDA  is  involved  in  eco- 
nomic development  and  if  the  decision  is  to  keep  them  involved  in 
economic  development,  then  so  be  it.  Because  there  are  many  types 
of  floods  and  there  has  been  certainly  a  flood  of  displacement  and 
all  the  social  impacts  of  displacement  around  the  country  in  many 
regions  of  the  country. 

In  terms  of  whether  or  not  people  can  move  to  the  new  places 
where  there  are  jobs,  I  remember  when  I  was  working  and  set  up 
the  first  Dislocated  Timber  Program  on  the  west  coast  10  years  be- 
fore the  owl  controversy  but  during  the  Redwoods  National  Park 
expansion.  And  during  another  recession  of  the  early  eighties,  late 
seventies. 

And  I  remember  having  discussions  with  loggers  who  would  say, 
well,  you  know,  we  lost  our  job  here,  you  know,  we're  going  to 
Tulsa;  there're  jobs  in  Tulsa.  They'd  go  to  Tulsa  and  they  would 
rent  little  parks,  little  garages,  or  whatever  they  could  find,  and 
they  would  sometimes  be  in  a  van.  And  next  to  them  would  be 
someone  from  Detroit  who  lost  their  job  in  the  auto  industry.  And 
next  to  them  would  be  someone  from  Pittsburgh  who  lost  their  job 
in  the  steel  industry. 

And  they  were  happy  until — and  they  had  some  jobs.  And  then 
all  of  a  sudden,  the  oil  economy  went  bust  and  the  people  in  Tulsa 
said,  well,  we're  losing  our  jobs  here,  what  are  you  doing  here?  And 
many  of  them  decided,  well,  if  we're  going  to  be  unemployed  we 
may  as  well  go  back  home  and  be  unemployed  with  our  family. 
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I  guess,  you  know,  for  me  there  is  no  sort  of  sanctuary.  The 
kinds  of  restructuring  in  the  economy  now,  which  go  beyond  reces- 
sions, are  hitting  all  parts  of  the  economy,  white  collar,  pink  collar. 
We  have  a  lot  of  engineers  in  the  PittsDurgh  area,  a  lot  of  people 
in  the  Alcoas,  the  corporations  which  are  going  away,  who  never 
thought  they  would  be  hit,  who  always  looked  at  the  blue-collar 
person  as  someone  who  was  impacted. 

I  guess  my  answer,  my  overarching  answer  is  there  should  be  a 
Federal  policy  that  addresses  the  economic  development  needs  of 
distressed  communities  and  also  can  intervene  in  the  economic  re- 
structuring that  continues  t-o  build,  not  just  because  we  want  to  do 
good,  but  because  the  cost  of  not  doing  it  will  become  later  over  the 
long  term. 

I  would  say  that,  in  terms  of  our  work,  for  instance,  in  terms  of 
many  of  these  companies  that  we  are  working  with,  one  thing  we 
found  about  the  workers  at  Sharpsville  Quality  Products,  that  com- 
pany, now  that  it  is  a  51-percent  employee-owned  company,  it  may 
have  other  problems,  but  it  is  not  moving  to  Mexico.  Employee- 
owned  companies  and  employee  and  community  anchored  compa- 
nies don't  relocate,  for  the  most  part. 

When  we  look  at  the  kinds  of  companies  in  terms  of— you  know, 
some  of  which  are  small  and  some  of  which  are  in  rural  areas, 
some  of  which  don't  have  many  employees,  but  they  are  a  critical 
component  for  that  local  economy— our  first  acknowledgement  that 
we  have  been  surprised  by  is,  oftentimes,  if  there  are  problems 
with  that  company  it  is  not  because  the  markets  have  gone  away 
or  because  the  equipment  is  old-fashioned. 

It  is  oftentimes  due  to  many,  many  different  reasons,  including 
lack  of  capital  access  and  the  lack  of  decent  management  skills. 

If  those  are  the  kinds  of  cases  that  can  be  fixed  with  modest  Fed- 
eral support  and  targeting  of  regions  where  this  kind  of  work  can 
be  done  then  cost  benefitwise  you  are  saving  the  Federal  Grovern- 
ment  and  the  public  taxpayers  many,  many  dollars  who,  otherwise, 
are  going  to  pay  for  the  cost  of  welfare  and  unemployment  and  all 
the  other  fallouts  of  job  loss. 

Chairman  Kanjorski.  I  am  hearing,  I  think,  certainly  a  state- 
ment from  all  of  you,  or  at  least  Mr.  Croft,  that  Federal  policy  with 
a  stress  on  economy  should  be  in  place. 

Mr.  Croft.  It  should  be  strengthened  tremendously. 

Chairman  Kanjorski.  I  hear,  I  guess,  a  desire  to  have  a  wider 
range  of  what  we  cover  because  some  people  are  in  the  first  wave 
but  other  communities  are  in  the  third  wave.  We  just  should  not 
run  off"  to  the  third  wave  because  we  would  be  leaving  some  people 
behind.  So  we  should  probably  widen  the  range  of  what  we  cover, 
and  then  distribute  it  on  a  competitive  basis,  if  I  am  getting  it. 

The  general  consensus  to  join  conversion  and  other  economic  dis- 
tress on  a  competitive  basis  with  some  standard  would  be  wise. 
Flexible  funding,  not  categorical  grants,  but  two  or  three  funds; 
that  is  it.  A  wide  range,  and  a  constant  reevaluation  on  an  admin- 
istrative level.  Not  having  to  wait  for  the  Congress  to  reauthorize, 
but  to  have  a  broad  definition  of  where  they  should  go  and  how 
they  should  apply  their  funds. 

And,  finally,  you  make  the  argument,  I  think,  for  venture  capital. 
I  tend  to  agree.  In  other  words,  go  that  far,  instead  of  just  being 
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loan  guarantees  or  infrastructure  improvement.  There  are  some 
areas  that  would  benefit  from  straight  venture  capital,  and  that  is 
the  only  way  you  can  get  people  into  business;  they  do  not  have  the 
background  for  the  State  to  justify  the  loan  guarantee. 

The  one  thing  Mr.  LeRoy  said  that  I  worry  about,  is  maintaining 
the  status  quo. 

You  do  not  want  us  to  move  industry  from  an  area  like  San 
Francisco  to  an  area  like  outside  of  Pittsburgh  in  order  to  move 
from  an  $18  an  hour  to  a  $10  an  hour  labor  market,  because  that 
constitutes  stealing?  It  also  constitutes  leveling  out  job  and  labor 
costs. 

If  we  do  not  allow  them  to  move  to  the  lower  market  that  has 
the  need,  we  cannot  stop  them  from  moving  overseas.  So  the  alter- 
native may  be,  you  know,  to  restrict  them  to  move  to  the  high  un- 
employment areas  to  gain  the  lower  wage  value  and  cost  value,  in- 
stead of  going  to  Mexico  or  Hong  Kong. 

Mr,  LeRoy.  Perhaps  I  did  not  State  clear  enough.  I  am  not  advo- 
cating for  restrictions  on  the  movement  of  capital.  It  is  happening 
all  ready. 

Chairman  Kanjorski.  No.  No. 

Mr.  LeRoy.  It  is  epidemic  already.  What  I  am  trying  to  say  is 
that  government  should  ice  the  cake.  Capital  mobility  is  already 
happening,  but  government  shouldn't  ice  the  cake. 

Chairman  Kanjorski.  You  are  saying  that  a  community  in  the 
steel  area  that  does  not  have  an  industrial  park  and  that  has  to 
compete  with  Los  Angeles  or  Sacramento  that  does  have  airfield 
and  is  a  world-class  industrial  park,  is  going  to  come  to  EDA  and 
say,  you  know,  we  are  on  the  first  wave  or  the  second;  we  are  not 
sophisticated  enough  to  deal  with  venture  capital;  we  would  just 
like  to  build  an  industrial  park  that  people  could  come  to. 

But  you  are  saying  we  should  have  some  provision  in  there  that 
says  the  park  can  only  be  for  startup  businesses  or  local  busi- 
nesses, they  cannot  come  from  L.A.  or  San  Francisco? 

Mr.  LeRoy.  No.  I  am  trying  to  say,  first  of  all,  I  wish  that  was 
happening.  It  is  not  happening.  The  big  picture  for  the  last  15 
years  is  just  the  reverse. 

All  I  am  saying  is  if  a  project  like  that  was  going  to  occur,  let's 
just  have  it  on  the  table.  Let's  just  say  that  the  company  that 
asked  for  the  assistance  discloses  it  at  the  time  so  everybody  who 
is  going  to  get  clothes-lined  negatively  by  a  job  like  that  knows  it, 
and  can  comment  on  the  process. 

Chairman  Kanjorski.  If  the  Steel  Authority  discloses  it,  you  can 
bet  your  life  that  the  Coal  Authority  in  my  area  is  going  to  be  in 
there  looking  at  that  disclosure  and  saying,  '*We  can  do  you  one 
deal  better."  And  New  Jersey  is  going  to  offer  a  better  deal  than 
Ohio,  and  all  of  a  sudden  we  are  going  to  have  this  tremendous 
competition  of  driving  down  the  taxes,  driving  down  the  wage  lev- 
els to  compete  for  the  best  jobs. 

Mr.  LeRoy.  No.  I  think  by  disclosure  you  will  have  just  the  oppo- 
site effect.  You  will  discourage  the  ruinous  competition  right  now. 

What  is  going  on  is  that  companies  secretly  go  around  shopping 
their  wares  to  various  cities,  whip-sawing  them  against  each  other, 
represented  by  consultants  that  often  do  not  even  disclose  the  iden- 
tities of  the  companies  they  are  representing. 
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There  are  companies  that  specialize  in  doing  that,  and  they  are 
the  ones  that  are  running  up  these  ruinously  hugh  incentive  pack- 
ages like  in  Kentucky. 

Chairman  Kanjorski.  What  you  are  saying  is  that  you  could  not 
go  into  an  EDA-funded  park,  but  you  could  not  put  that  restriction 
on  a  private  park. 

That  you  are  going  to  put  the  EDA  people  out  of  being  competi- 
tive. You  are  going  to  encourage  the  private  sector. 

Mr.  LeRoy.  Well,  I  am  saying  the  EDA  part  can  do  it  if  there 
is  disclosure  and  comments,  but  perhaps  what  I  said  seemed 
contradictory. 

As  long  as  there  is  disclosure  and  ability  to  comment,  and  it  is 
still  approved,  that's  OK.  But  I  think  you've  got  to  have  the  ability 
for  people  to  comment. 

It  is  very  similar  to  what  was  in  effect  with  the  UDAG  Program. 
I  think  there  is  no  easier  way  to  get  a  bunch  of  mayors  and  Con- 
gressmen mad  at  a  program  that  is  being  created  or  expanded  than 
to  allow  it  to  rob  Peter  to  pay  Paul. 

Chairman  Kanjorski.  No. 

Mr.  LeRoy.  No,  there  is  no  easier  way. 

Chairman  Kanjorski.  Mr.  Kutler,  while  we  are  on  this  one  sub- 
ject, though,  what  is  your  equity  idea,  if  you  will?  You  are  talking 
about  EDA  having  the  capacity  to  buy  into  equity  positions  of  start- 
up firms  and  expansion  firms? 

Mr.  Kutler.  No.  It  is  actually  through  intermediaries,  Mr. 
Chairman. 

I  do  not  think,  getting  back  to  a  lot  of  the  points  that  were  raised 
here,  that  the  EDA  belongs  in  the  position  of  picking  the  winners 
and  losers  because  of  the  reasons  that  you  inevitably  get  the  kind 
of  political  sensitivities  that  you  would  expect. 

So  what  we  proposed  is  setting  up  a  venture  fund.  In  this  case, 
it  was  for  defense  conversion.  This  model  can  be  used  for  anything 
where  you  have  hundreds  of  companies  in  this  country  raising 
funds  from  pension  funds  for  leveraged  buyouts,  real  estate  vulture 
funds,  a  number  of  things  which  don't  necessarily  create  jobs. 

We  think,  in  certain  areas,  defense  conversion  being  one  of  them, 
you  can  do  both. 

So,  for  example,  you  have  a  for-profit  entity.  The  government, 
let's  say,  instead  of  having  an  EDA  grant  of  $10  million  to  a  region 
to  dole  out  to  individual  companies  in  grants,  would  invest  $10  mil- 
lion— it  could  be  $1  million;  it  could  be  $100  million,  some  num- 
ber— with  the  requirement  that  that  group  then  goes  out  and  raises 
a  substEmtially  greater  number  from  pension  funds  and  other  pri- 
vate investors. 

Chairman  Kanjorski.  Similar  to  an  SBIC  concept. 

Mr.  Kutler.  It  is  similar  to  the  SBIC,  but  you  end  up  getting 
more  leverage  out  of  the  system.  So,  for  example,  you  take  the  $10 
million,  which  gets  back  to  the  concept  of  being  a  catalyst,  as  op- 
posed to  provider.  This  group  raises  another  $90  million,  and  now 
you  have  $100  million  fund. 

Those  people  who  invested  the  money  wouldn't  give  the  money 
to  that  company  if  they  felt  there  were  strings  attacned  fVom  a  gov- 
ernment perspective  because  they  have  a  fiduciary  responsibility  to 
their  investors. 
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Now,  you  have  a  $100  million  fund.  So  you've  now  allowed  what- 
ever group  that  has  that  money  to  invest  10  times  the  money  they 
would  have  than  under  a  grant  scenario. 

You  get  additional  leverage  because — we've  had  some  comments 
about  the  TRP  before.  Our  experience  is,  and  we  have  reviewed  a 
number  of  the  losers  in  the  TRP,  and  some  of  the  losers  are,  we 
felt,  just  as  good  submissions  as  the  winners,  and  we  have  looked 
at  funding  them  ourselves. 

Our  experience  has  been  that  because  people  have  an  orientation 
of  big  government,  big  defense  industry,  you  have  to  gold  plate 
everything,  that  a  $10  million  proposal  to  the  TRP,  if  that  were  pri- 
vate capital,  private  investors  might  only  put  $2  million  in  and  ac- 
complish the  same  results  because  they  would  have  added  a 
results-oriented  kind  of  proposal  as  opposed  to  building  all  the 
bricks  and  mortars  today  when  the  concept  hasn't  been  proven. 

In  round  numbers,  you  get  a  five-to-one  kind  of  leverage  in  fi- 
nancing, you  know,  five  $2  million  projects  as  opposed  to  giving  $10 
to  one  company.  You  get  an  additional  10-to-l  leverage  because  of 
the  buildup  from  the  $10  million  to  $100  million. 

What  we  felt  was  superior  is  because  you  are  not  going  to  grant, 
in  some  ways  this  becomes  self-sustaining.  You  get  a  return  on  cap- 
ital just  like  the  rest  of  the  investors.  If  the  government  doesn't 
want  to  take  that  money  back,  they  can  stay  in  some  EDA-kind  of 
facility  to  be  used  elsewhere.  It  can  roll  over  to  start  new 
companies. 

In  the  case  of  defense  conversion,  we  also  were  opposed  to  the 
kind  of  focus  that  you  have  mentioned  about  funding  duel-use  tech- 
nologies, which  is  just  another  name  for  future  DOD  research 
grants. 

What  we  are  trying  to  do — and  this  could  be  done  in  Pennsylva- 
nia. It  can  be  done  anywhere — ^is  to  try  to  salvage  all  the  billions 
of  dollars  that  were  already  spent  to  the  defense  industry.  I  am  not 
talking  about  future  R&D.  We  are  talking  about  taking  real  tech- 
nology that  is  sitting  in  a  program  which  will  die  because  the  pro- 
gram died. 

There  are  certain  of  those  technologies  that  we  found  that  we 
pulled  out  to  start  companies.  One  of  them  we  started  was  a  child- 
safety  company,  which  I  can  describe  later.  But  the  point  is  we 
didn't  need  to  locate  that  company  in  California.  We  chose  to.  We 
could  have  put  it  in  Pennsylvania.  We  could  have  put  it  someplace 
else.  The  fact  that  the  technology  came  for  a  defense  company,  it 
is  a  fungible  technology.  You  can  move  it  anywhere. 

Chairman  Kanjorski.  Dr.  Oden. 

Mr.  Oden.  Yes,  I  would  just  like  to  make  a  comment  not  only 
about  the  problem  of  capital  access  and  defense  conversion,  but 
also  the  broader  question  of  manufacturing  retention. 

I  think  that  Mr.  Kutler's  idea  and  concept  is  an  extremely  impor- 
tant piece,  but  what  we  found  in  St.  Louis  was  that  there  were  a 
lot  of  companies — small-  to  medium-sized  manufacturing  compa- 
nies— who  produce  some  defense,  maybe  are  40,  50,  60  percent 
defense-dependent,  and  produce  for  commercial  markets — they  had 
made  significant  organizational  changes  and  they  had  targeted  new 
markets  for  their  commercial  products. 
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But  there  was  no  financial  institution  that  would  touch  them 
with  a  10-foot  pole,  including  venture  capital,  because  these  were 
not  high-risk,  high-technology  or  new  product  kind  of  firms.  These 
were  medium  risk,  small-  to  medium-sized  manufacturing  firms 
that  needed  to  do  some  retooling,  who  needed  to  build  up  some  in- 
ventories to  move  into  commercial  markets. 

I  think  that  the  venture  capital  gap  that  Mr,  Kutler  has  de- 
scribed is  one.  I  think  the  other  gap  is  in  this  middle  risk  area — 
allowing  a  small-  to  medium-sized  company  to  get  access  to  capital 
to  make  the  chsinges  they  need  to  make  to  become  competitive  in 
new  commercial  markets. 

EDA  set  up  in  St.  Louis  a  small  revolving  loan  fund.  It  took  like 
3  years  to  get  it  approved  and  implemented,  and  so  on,  but  if  in- 
stead of  having  a  revolving  loan  fund,  that  $3  million  was  used  to 
leverage  $6  million  or  $9  million  or  $12  million  in  private  capital — 
capital  from  banks,  foundations,  matches  from  other  partners,  you 
would  just  have  a  lot  bigger  loan  pool  and  you  would  be  able  to  fill 
that  capital  gap  for  these  middle-risk  mani:^acturing  companies. 

That  would  apply  not  just  to  a  defense  conversion  case,  but  to 
cases  of  other  small-  to  medium-size  companies  as  well. 

Chairman  Kanjorski.  Right,  but  do  not  you  agree  with  Mr. 
Kutler — I  am  leaning  in  his  direction  also — I  think  we  are  beyond 
the  point  where  the  government  is  the  loser  and  again  the  loser. 

If  we  make  the  loan  programs,  and  we  know  mathematically  cer- 
tain percentages  of  companies  are  going  to  fail,  we  lose  on  those 
loans.  If  we  make  smart  guaranteed  loans  on  Microsoft,  we  do  not 
participate.  Microsoft  goes  off  and  creates  all  kinds  of  billionaires, 
and  the  U.S.  Government  gets  this  8  percent,  10  percent  back — 6 
percent,  whatever  it  is. 

I  think  we  could  literally  fund  economic  development,  a  long- 
term  feature,  if  over  the  next  10  years  we  decided  to  become  heavy 
participants  in  equity  capital.  We  would  be  in  a  minority  position, 
but  say:  "Look,  you  have  got  a  good  idea  to  build  a  new  mousetrap. 
You  have  convinced  a  board  of  private  citizens  who  are  in  invest- 
ment banking,  and  they  are  with  you  on  this,  but  you  have  very 
little  capital.  You  want  to  get  45  percent  of  that  equity  up  because 
you  are  so  convinced  that  with  55  percent  remaining  you  are  really 
going  to  do  something.  Fine." 

You  go  out  and  have  explosive  success.  We  do  not  end  up  getting 
our  million  dollars  or  our  half-million  dollars  back.  We  end  up  get- 
ting $10  million  or  $20  million  back.  We  can  long  afford  to  take 
high  risk  on  the  other  side  where  there  is  going  to  be  failure. 

We  always  seem  to  start  in  this  position  where  the  government 
is  the  loser  and  again  the  loser. 

Now,  I  do  not  know  if  any  of  you  have  had  the  opportunity  to 
study  my  technology  transfer,  but  that  is  basically  what  we  are 
peering  into,  and  what  we  are  trying  to  establish  in  H.R.  3550  is 
something  similar  to  what  you  are  talking  about. 

First  of  all,  build  on  what  we  have.  We  try  to  take  the  existing 
government  research  and  development  that  we  have  expended  $2 
trillion  on  over  the  last  30  years  and  put  it  in  a  data  base  that  an- 
swers all  the  basic  questions:  Where  is  it,  what  is  it,  who  is  doing 
what  with  it,  how  can  it  be  used  and  stimulated? 
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After  we  did  that  on  a  neutral  data  base,  the  government  did  a 
horrible  job  of  marketing.  Nobody  knows  where  it  is.  If  you  want 
to  go  into  business,  you  have  to  hire  a  consultant  and  a  lawyer  and 
probably  spend  $1  million  or  $1V2  million  in  18  months  to  try  to 
find  it.  Then  you  have  a  custom  made  negotiation  with  the  U.S. 
Grovemment.  Now,  that  is  equality,  if  I  ever  neard  it. 

There  are  people  who  have  unlimited  lawyers,  but  if  you  are  a 
private  entrepreneur  or  small  businessman,  you  are  out  of  the 
game. 

But  we  do  away  with  that.  We  say,  "Use  the  private  marketing 
system."  We  say,  "Primarily,  let's  appeal  to  and  make  this  tech- 
nology available  to  what  I  call  democratic  capitalism,"  that  is,  the 
widest  market  possible. 

Use  a  Discovery-type  technology  channel  24  hours  a  day,  broad- 
casting 1-minute,  3-,  5-minute  shows  of  government  technology  in 
an  entertaining  way  so  people  can  see  it. 

It  may  stimulate  an  idea.  A  person  who  did  not  realize  someone 
was  working  on  a  problem  can  very  quickly  find  out  what  labora- 
tory, what  university,  what  expert  in  the  country  is  working  on  it, 
just  so  we  get  cross-pollination. 

Finally,  we  need  a  private  marketing  corporation  to  be  the  agent 
that  sells  it.  Why  should  a  private  American  citizen  have  to  spend 
time  plowing  through  patent  lawyers  from  the  Department  of  En- 
ergy who  can  talk  interminably  and  write  agreements  that  are  in- 
terminable? Private  people  cannot  afford  that. 

So  we  have  a  fast  user-friendly  corporation  that  gets  the  product 
out.  The  object  is  not  to  make  any  money  on  the  sale.  The  object 
is  to  participate  in  the  equity.  If  you  have  something  that  is  a  new 
mousetrap,  and  you  have  a  good  management  team  with  sufficient 
capital,  let  it  run.  Take  10  percent.  Take  20  percent. 

If  that  does  not  work,  then  the  final  leg  of  our  bill  calls  for  a  $3 
billion  infusion  of  venture  capital.  Using  the  secondary  market, 
would  create  a  $12  billion  venture  capital  market  a  year  on  a  ratio 
of  3-to-l  private  dollars  for  every  dollar  the  Federal  Government 
would  pledge. 

If  we  did  that,  we  could  create  12,000  $1  million  venture  capital- 
ized businesses  a  year  with  maybe  15  or  20  people  to  a  business. 
So  you  can  see  readily  we  can  create  200,000,  300,000  nice  high- 
paying  technical  jobs  using  the  cutting-edge  technology.  That  is 
H.R.  3550. 

So,  I  invite  you  to  look  at  it,  and  particularly,  Mr.  Kutler,  I  be- 
lieve the  U.S.  Government  should  become  equity  holders.  We 
should  do  it  in  a  very  broad  democratic  way  to  get  as  many  people 
as  possible. 

I  happen  to  believe  it  is  a  solution  to  open  up  opportunity  for  dis- 
advantaged people  that  beats  set-asides.  Forget  about  all  of  that. 
Just  say,  "Hey,  come  on  in.  Get  a  technology.  Get  funded.  Get  out 
there  and  become  an  American  opportunist  and  entrepreneur." 

Mr.  Croft.  I  would  really  encourage  strongly  support  for  your 
bill,  because  if  you  then  couple  that  with  a  strong  EDA  which  was 
entrepreneurial  and  which  was  setting  up  regional  projects  in  co- 
operation with  regional  governments  and  regional  development 
groups  and  people,  then  I  think  you  can  just  exploit  the  mass 
amount  of  information  that  most  of  us  as  citizens  are  ignorant  of. 
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In  many  of  these  companies  that  we  work  with,  it  is  not  brain  sur- 
gery to  turn  some  of  these  companies  around  and  get  them  to  be- 
come growing  companies  once  again.  Oftentimes,  it  is  a  lack  of  in- 
formation and  it  is  being  able  to  find  a  way  to  retool  or  find  a  new 
product  to  develop  and  find  new  managers,  people  with  some 
smarts  to  work  with  workers  who  know  how  to  do  it. 

But  I  would  also  point  you  to  Canada  where  the  Quebec  Provin- 
cial Government  has  authorized  a  program  which  we  think  is  very 
unique  that  is  called  the  Quebec  Solidarity  Fund.  Essentially,  what 
they  have  done  is,  they  have  allowed  workers  to  take  a  deduction, 
and  they  put  that  deduction  into  a  fund  which  is  basically  an  IRA 
and  that  fund  has  now  grown  to  $500  million  in  Quebec.  The 
unions  are  involved  in  that  project  in  a  policy  manner  in  coopera- 
tion with  the  Provincial  Government,  but  there  is  a  professional 
fiduciarily  responsible  management  team  that  actually  manages 
the  fund,  and  that  fund  is  having  great  success  at  equity  invest- 
ments and  at  loans  and  other  kinds  of  very  unique  niche  types  of 
investments  that  are  needed  for  that  company  and  not  just  sort  of 
a  cookie-cutter  approach  to  what  the  government  wants  to  do. 

As  we  see  this  debate  on  the  whole  jobs  issue  and  the  jobs  sum- 
mit, in  terms  of  the  way  the  programs  on  job  training  are  being  re- 
structured and  sort  of  recoordinated,  this  is  the  direction,  I  think, 
that  EDA  needs  to  take  and  we  need  to  begin  doing  much  more 
than  has  been  done,  and  I  think  the  direction  you  are  talking  about 
is  excellent. 

Chairman  Kanjorski.  Doctor,  maybe  I  could  ask  you  to  express 
your  thoughts  of  the  IDI  through  bill  H.R.  3550  and  does  that  com- 
port with  what  you  are  talking  about  in  restructuring  EDA? 

Mr.  Atkinson.  I  think  it  is  consistent  with  what  I  and  Brian 
Dabson  have  described  as  the  third  wave  in  economic  development: 
(a)  Leveraging  private  resources;  (b)  using  quasi-public  or  private 
organizations  to  carry  out  these  missions  rather  than  a  Federal  or 
governmental  bureaucracy;  and  (c)  orienting  programs  to  customers 
rather  than  to  bureaucratic  rules  or  other  arrangements.  So  I  think 
it  is  quite  consistent  with  these  principles. 

Chairman  Kanjorski.  Does  anyone  else  have  any  comments  on 
what  we  should  do? 

Is  there  anyone  that  really  thinks  that  we  ought  to  look  seriously 
at  giving  up  EDA,  the  tool,  or  do  you  really  generally  agree  that 
the  government  does  belong  in  economic  policy  of  distressed  areas? 

Mr.  Atkinson.  People  have  mentioned  that  EDA  has  been  under 
fire  for  the  last  10  or  12  years  and  has  had  a  hard  time  reinventing 
itself.  I  think  there  is  a  certain  amount  of  truth  to  that,  but  I  don  t 
think  that  it  is  the  only  reason  for  EDA's  inability  to  get  up  to 
speed.  Within  the  next  3  or  4  years  EDA  should  be  able  to  either 
perform  or  not. 

As  I  understand  the  third  hearing  is  going  to  talk  about  the 
problems  with  how  EDA  operates  that  limit  its  effectiveness,  and 
I  think  those  need  to  be  addressed. 

Mr.  Oden.  I  agree  that  there  is  an  extremely  important  role,  and 
I  think  that  it  is  very  hard  to  argue  that  the  Federal  Government 
shouldn't  be  involved  as  a  partner  in  helping  distressed  regions, 
but  I  think  that  EDA  in  its  operation,  in  its  administration,  and 
in  its  strategy  has  to  undergo  a  substantial  restructuring  to  become 
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really  effective  and  to  carry  out  its  mission  which  is  probably  more 
important  today  than  in  the  past. 

Chairman  Kanjorske.  Is  there  anywhere  that  any  of  you  are 
aware  of  in  the  country  that  has  inventoried  the  success  and  fail- 
ure of  economic  development  where  the  case  studies  are  readily 
accessible  on  a  computer. 

I  seem  to  hear  various  areas  have  success,  and  various  areas 
have  failures,  so  the  wheel  very  often  does  not  have  to  be 
reinvented,  but  my  sense  is  that  there  is  no  repository  for  this  in- 
formation in  the  country.  It  seems  to  me  it  would  be  very  helpful 
if  we  found  a  way  for  EDA  to  compile  sort  of  an  academy  for  eco- 
nomic development,  if  you  will,  and  spread  that  information. 

Mr.  Croft.  Certainly,  you  could  talk  to  the  National  Governors 
Association  and  people  who  have  been  very  active  in  NGA  working 
with  local  organizations  and  with  the  mayors  and  municipalities  in 
trying  to — I  think  they  have  been  trying  to  do  that,  trying  to  de- 
velop some  test  cases  and  case  examples  around  the  country. 

Chairman  Kanjorski.  Mr.  Nussle  pointed  out  that  in  his  home- 
town of  Iowa,  Wal-Mart  is  coming  in,  so  they  are  worried  about  the 
shoe  store  failing.  That  has  been  replicated  1,000  times  in  1,000 
places  in  America.  They  do  not  have  to  spend  a  lot  of  time  trying 
to  analyze  it,  they  really  could  sit  down  as  a  group  and  say,  here 
are  the  100-case  studies  of  this  problem.  Then  they  could  identify 
what  characteristics  of  the  success  stories  are  similar  to  their 
situation. 

I  do  get  sort  of  frustrated  because  we  spend  an  awful  lot  of  time 
redoing  what  has  been  done  many  times  before  simply  because  we 
are  not  smart  enough  to  library  the  information. 

Mr.  Dabson.  Mr.  Chairman,  I  think  that  is  an  excellent  point. 
The  problem  is  that  economic  development  initiatives  are  taken 
from  a  whole  lot  of  different  levels,  from  different  angles,  and  dif- 
ferent points  of  view  and,  no,  there  is  no  one  repository  of  best 
practice.  A  lot  of  organizations,  including  my  own,  have  been  put- 
ting together  case  studies  for  a  number  of  years,  and  we  use  them 
in  different  ways  to  present  the  particular  points.  I  think  the  EDA 
does  have  an  opportunity,  if  it  wants  to  take  it,  to  be  a  means  of 
spreading  the  word,  the  best  practice,  using  the  technology,  if  you 
like,  to  be  able  to  have  interactive  data  bases  around  the  country 
so  people  can  tap  in  to  see  who  has  done  what  about  this  particular 
issue. 

The  point  that  you  made,  I  think  is  an  extremely  valid  one  that 
there  is  hardly  a  problem  in  economic  development  that  hasn't  al- 
ready been  faced  by  someone  and  hasn't  been  dealt  with  to  varying 
degfrees  of  success.  It  is  very  difficult  pulling  that  out,  and  certainly 
the  work  that  we  do  with  State  and  local  governments,  the  same 
question  always  occurs,  has  anyone  ever  done  anything  quite  like 
this  before,  and  you  can  point  to  the  examples  which  you  know 
were  in  your  field. 

I  would  like  to  see  the  EDA  developing  relationships  with  foun- 
dations and  others  to  try  and  stimulate  the  best  practice. 

It  is  probably  just  as  powerful  a  role  as,  actually,  direct  invest- 
ment in  many  cases,  because  a  lot  of  the  stuff  is  about  how  State 
and  local  and  private  sectors  can  work  together  using  their  own 
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local  resources.  It  doesn't  necessarily  need  large  bucks  from  the 
Federal  Grovemment. 

So  if  you  are  able  to  push  that  particular  aspect  of  EDA,  I  think 
that  will  be  a  really  powerful  addition  to  its  armory. 

Chairman  Kanjorski.  It  is  interesting  because  the  administra- 
tion people  I  spoke  with  last  night,  had  the  opinion  that  the  Ben 
Franklin  project  in  Pennsylvania  was  terribly  successful.  They 
want  to  duplicate  the  model  across  the  country.  The  claims  of  ac- 
complishment are  great,  but  I  do  not  see  the 

Mr.  Croft.  It  has  made  a  lot  of  professors  very  rich. 

Chairman  Kanjorski.  Academic  welfare  at  its  worst. 

Mr.  Croft.  Many  of  my  friends  are  professors,  so  I  say  that 
with 

Chairman  Kanjorski.  That  is  the  experience  I  have. 

Mr.  Croft.  But  I  would  sav  that  you  could  couple  this  develop- 
ment of  a  case  summary  and  beginnings  of  analysis  of  successful 
cases.  But  also  this  analysis  of  industry  types  of  developments,  new 
developments,  as  you  say  technologies  which  are  really  on  the  shelf 
but  people  don't  know  about. 

You  could  couple  that,  I  think,  with  the  growing  awareness  in 
some  of  the  other  functions  of  the  Federal  Government  such  as 
HUD  and  some  of  the  other  agencies  where,  in  terms  of  the  com- 
munity development  field,  where  there  is  a  recognition  that  hous- 
ing development  may  have  run  its  course  as  the  only  way  to  go  in 
terms  of  revitalizing  distressed  communities  and  inner  cities  and 
the  need  for  jobs  in  manufacturing  kinds  of  projects  to  put  people 
to  work  where  they  can  then  afford  to  buy  housing  or  to  rent  hous- 
ing. So  that  EDA,  you  know,  becomes — the  Commerce  Department 
and  EDA  become  sort  of  a  lead  group  in  the  Federal  Government 
on  the  jobs  issue,  on  manufacturing  and  other  important  jobs 
issues. 

And  I  just  think  a  lot  of  it  would  be  a  tremendous  catalyst  in 
terms  of  getting  people  to — not  just  the  managers,  but  trying  to  get 
hands — information  in  the  hands  of  people  so  that  they  nave  a 
fund — if  you  have  a  fund  that's  structured  like  in  Quebec  and  it's 
growing  in  other  provinces  of  Canada,  or  funds  that  you're  talking 
about,  equity  funds,  workers  can  actually  become  involved,  workers 
and  managers.  And  there  are  so  many  managers  who  have  been 
thrown  out  of  work  now  that  there  are  people  around  with  entre- 
preneurial skills  and  with  time  on  their  hands  and  there  are  work- 
ers who  need  work,  where  you  could  begin  workshops  of  projects 
that  in  cooperation  with  local  labor,  local  government  institutions, 
other  manufacturers,  where  you  could  begin  to  define  products  that 
are  needed  by  society,  whether  it  be  in  transportation  or  energy  or 
housing  or  whatever. 

So  that  the  government  in  the  next  10  years  really  begins  to  pre- 
pare for  the  needs  of  the  next  10  years,  including  the  public,  not 
only  the  public  works  but  also  the  inner  works,  so  to  speak,  of  what 
consumers  need  and  what  people  need  at  the  local  level.  And  I 
think  that  kind  of  drastically  remodeled  EDA  would  become  a  veir 
popular  organization  within  about  2  or  3  years  if  that  happened. 

Mr.  LeRoy.  I  would  just  like  to  speak  very  much  in  favor  of  a 
case  study  data  base  or  best  practice  data  base.  And  certainly  some 
of  our  groups  have  benefited  from  the  case  studies  that  have  been 
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done  by  CFED  and  by  OTA  in  the  past.  We  liked  that  and  would 
like  to  see  it  expanded.  CFED  does  ejeat  work  on  business  cli- 
matology. It's  wonderful  stuff,  path-breaking  stuff  demolishing 
Grant,  Thornton,  and  some  of  the  specious  climate  stuff  that  they 
used  to  put  out. 

Our  meager  contribution  to  the  case  study  area,  actually  we  are 
about  to  update  a  book  on  best  practice  for  accountability  in  devel- 
opment subsidy  programs.  That  is,  making  programs  more  account- 
able, harder  to  abuse,  easier  for  States  and  cities  to  claw  back  their 
benefits  if  the  companies  don't  deliver  on  the  promises  they  make. 
It  should  be  out  next  month.  It's  an  update  of  a  book  that  we  did 
5  years  ago.  We're  going  to  call  it  this  time  "No  More  Candy  Store." 

Mr.  Atkinson.  I  could  relate  one  example  of  that.  I  was  at  a  con- 
ference about  IV2  years  ago  in  Minneapolis  of  approximately  about 
150  leading  economic  development  people  from  around  the  country, 
including  people  from  CED.  And  what  I  thought  was  most  fascinat- 
ing about  the  conference  was  that  there  wasn't  a  single  person 
from  EDA  there. 

I  understand  they  have  budgetary  limitations  which  prohibit 
them  from  traveling.  But  EDA  should  not  only  be  there,  they 
should  be  the  people  who  are  putting  that  conference  on.  And  they 
haven't  been  able  to  do  that. 

And  so  the  leadership  for  thinking  about  innovative  projects  and 
developing  innovative  projects  resides  with  the  people  who  are  at 
this  table  and  other  people  like  them,  not  at  EDA  right  now.  Until 
that  piece  changes,  until  EDA  sees  itself  not  as  basically  a  grants 
processing  agency  that  follows  specific  rules,  but  sees  itself  instead 
as  a  leading  economic  development  organization  within  the  Federal 
Government  and  within  the  Nation,  those  changes  aren't  going  to 
happen. 

Mr.  Oden.  I  think  the  development  of  a  data  base  is  crucial.  But 
I  also  think  it's  important,  as  you  begin  to  think  about  the  way 
that  EDA  should  administer  and  provide  is  services  to  commu- 
nities, to  think  about  this  kind  of  case  officer  kind  of  idea  that  I 
put  before  it. 

Because  I  think  the  transfer  of  information,  the  transfer  of  best 
practice,  and  in  figuring  out  who's  doing  what  in  different  parts  of 
a  region,  a  lot  of  times  still  involves  face-to-face  transfer  of  infor- 
mation. And  I  think  that  one  thing  that  the  Office  of  Economic  Ad- 
justment has  been  able  to  do  is  it  has  been  able  to  task  an  individ- 
ual to  a  region,  work  with  the  people  in  that  region  and  help  co- 
ordinate the  process.  Sometimes  people  within  a  region  don't  know 
what's  happening  in  another  part  of  the  region.  And  in  some  cases, 
that  OEA  case  officer  has  said,  well,  but  yes,  they  just  put  a  busi- 
ness incubator  over  there,  you  know,  8  miles  away.  Maybe  you 
don't  need  one  here  and  maybe  you  should  think  about  other  needs. 

So  that  individual  acts  as  a  coordinator  and  facilitator — packag- 
ing information  and  working  with  the  region  and  in  bringing  that 
information  back  to  Washington  and  really  working  through  the 
development  process  with  the  people,  learning  from  them  and 
transferring  knowledge  to  them,  pushing  the  process  forward.  And 
I  think  that  that  individual  in  the  process  is  extremely  important 
and  would  complement  the  development  of  this  data  base. 
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Chairman  Kanjorski.  Let  me  ask  something  that  is  not  nec- 
essarily poHtic.  The  district  program  that  we  have,  the  economic 
development  units  all  over  the  country,  310  of  them  I  believe,  could 
you  give  me  your  opinions  of  their  success  or  their  contribution  at 
this  time?  Or  are  they  just  make-work  for  people  who  have  become 
involved  in  study  grants? 

Mr.  Dabson.  I  think,  Mr.  Chairman,  the  answer  has  to  be  yes 
and  no.  I  mean,  there  are  good  examples  and  there  are  poor  exam- 
ples of  any  of  these  sorts  of  organizations. 

I  would  just  like  to  comment,  take  the  opportunity  to  talk  about 
Pennsylvania,  because  this  is,  obviously,  your  home  territory. 

We  did  a  piece  of  work  with  the  Department  of  Commerce  in 
Pennsylvania  looking  at  this  whole  plethora  of  providers  of  busi- 
ness, financing,  technical  assistance.  There,  $350  million  a  year 
goes  from  the  State  into  those  activities  through  nearly  300  dif- 
ferent agencies,  including  the  economic  development  districts,  in- 
cluding the  Ben  Franklin  partnership  and  the  IRCs  and  the  local 
municipalities,  hundreds  others,  300  of  them  all  together,  through 
12  separate  programs. 

It  wasn't  that  any  one  of  these  organizations  was  particularly 
bad  or  particularly  good.  It  was  just  that  there  were  too  many  of 
them  pursuing  too  many  different  programs  in  a  way  which  was  to- 
tally confusing  and  chaotic  from  the  business  person's  point  of 
view. 

What  we  have  attempted  to  do,  and  what  the  State  in  its  wisdom 
is  now  pursuing,  is  actually  trying  to  rationalize  that  whole  system 
using  performance-based  criteria,  using  customer  orientation,  using 
a  whole  set  of  criteria,  and  competitive  bidding  between  different 
parts  of  the  State. 

So  there  are  now  10  newly-formed  regions  of  organizations  which 
are  bringing  the  different  participants  together,  so  that  in  one  re- 
gion it  may  be  the  economic  development  district  which  is  taking 
the  lead;  in  another,  it  may  be  a  subsidiary  venture. 

I  think  the  point  that  I  am  trying  to  make  here  is  these  districts 
and  any  other  particular  organization  which  has  been  developed 
over  the  last  10  to  20  years  in  response  to  a  Federal  or  State  or 
local  program,  does  tend  to  ossify,  does  tend  to  define  its  own  rea- 
son for  being,  even  though  the  world  has  passed  on  by. 

I  think  the  EDA,  through  its  EDDs,  should  become  constantly 
challenging  whether  those  EDDs  still  have  a  role  to  play,  and  re- 
turning to  basics  in  each  of  the  States  and  each  of  the  regions  to 
see  whether  they  still  have  a  role  to  play.  Are  there  other  partner- 
ships? Are  there  other  ways  of  working  together  to  make  them 
more  effective? 

I  do  not  think  it  is  an  easy  answer  to  say  EDA  should  no  longer 
work  through  EDDs  or  that  it  should  work  in  a  particular  way.  I 
think  it  is  back  to  basics  where  they  are  actually  operating.  Are 
they  doing  a  good  job?  Are  they  meeting  performance  and  quality 
standards?  Are  they  actually  serving  the  needs  of  the  customer? 
Those  are  the  key  questions  that  have  to  be  asked  at  the  locality. 

But  I  do  not  think  that  I  could  give  a  sweeping  answer  that,  yes, 
EDDs  are  either  good  or  bad.  They  are  there,  and  sometimes  they 
operate  to  good  effect,  and  sometimes  they  do  not. 
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Chairman  Kanjorski.  Well,  I  was  going  to  say  that  is  a  source 
of  funds  for  the  data  base. 

We  fund  300  of  these  things,  I  think,  at  $50,000  a  piece  across 
the  country.  I  am  not  sure  if  me  $50,000  buys  an  awful  lot  to  begin 
with,  but  maybe  it  would  be  wiser  to  take  that  $15  million  and 
spend  it  on  putting  together  one  data  base  and  make  that  available 
to  everybody  who  wants  to  draw  on  it,  as  opposed  to  everybody  who 
has  a  little  nitpicking  study.  Everybody  would  have  a  technology 
card  in  every  area  in  the  countiy. 

Mr.  Dabson.  Mr.  Chairman,  1  think  there  is  some  attractive  fea- 
tures to  that,  but  one  of  the  things  that  you  do  not  want  to  do  is 
to  encourage  people  just  to  buy  a  series  of  cards  off  the  shelf  and 
say  this  is  what  we  are  going  to  do  in  our  neighborhood.  I  think 
every  neighborhood  has  its  strengths  and  weaknesses  and,  there- 
fore, any  strategy  or  plan  that  you  define  should  be  responding  to 
the  assets  and  tne  strengths  of  that  community.  Then,  determining 
whether  or  not — what  its  priorities  should  be. 

Once  you  determine  your  priorities,  that  is  the  point  at  which 
you  say,  well,  who  has  tried  this,  this,  and  this.  The  awful  tempta- 
tion is,  well,  they've  done  this  down  the  road,  so  we  will  have  one 
of  those  too,  which  is  back  to  our  description  of  the  old  first  wave 
and  second  wave.  "Next  door  has  got  one;  so  we  will  have  one." 

Chairman  Kanjorski.  Everybody  is  building  convention  centers. 

Mr.  Dabson.  That's  right.  Or  baseball  parks. 

Chairman  Kanjorski.  We  can  have  more  conventions  centers  in 
the  United  States  than  we  have  organizations. 

Mr.  Dabson.  So  your  data  base  may  encourage  more  of  that. 

Chairman  Kanjorski.  It  may,  but  on  the  other  hand,  I  think 
what  it  does  is  it  gives  a  jump  start  for  amateur  people  that  are 
really  interested.  "Let's  talk,  you  know,  when  the  shoe  store  is  clos- 
ing down,"  You  do  get  people  interested  in  the  community  spirit. 

The  first  question  that  comes  up  today  is  finding  a  consultant. 
What  does  a  consultant  cost?  $50,000.  Who  has  $50,000?  Nobody. 
Oh,  the  Grant  Program.  State  of  Pennsylvania. 

Now,  you  write  out  a  grant,  wait  6  months  or  1  year  for  the 
grant,  and  all  of  sudden  you  start  losing  your  membership  at  the 
meetings,  and  people  start  saying  if  this  is  in  response  to  brain 
surgery,  the  patient  is  going  to  die. 

Mr.  Croft.  I  would  like  to  make  a  suggestion  in  terms  of  the 
way  EDA — in  the  way  the  districts  and  the  regional  offices  are  es- 
tablished, and  that  is  put  people — I  am  not  sure  that  you  dismantle 
a  Federal  delivery  system.  But  make  the  Federal  delivery  system, 
sort  of,  repopulated  with  people  who  know  what  economics  and 
business  is  all  about,  not  just  simply  someone  like  myself  with  a 
public  affairs  degree,  but  people  who  actually  can  go  in  and  have 
at  least  some  starting  point  on  an  issue  like  a  store  or  some  other 
place  which  is  closing,  so  you  don't  necessarily  have  to  spend 
$50,000. 

Chairman  Kanjorski.  Let  me  challenge  you  on  that.  Do  you 
think  we  should  actually  try  in  economic  development  to  entice  a 
new  type  of  character  that  would  not  only  get  some  sort  of  salary, 
but  would  get  a  bonus? 

Mr.  Croft.  Sure. 

Chairman  Kanjorski.  His  income  would  be  linked  to  success? 
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Mr.  Croft.  I  think  it  is  absolutely  critical  that  you  give  people 
incentive  to  be  so  involved  in  their  regions  or  their  communities  as 
a  responsibility,  that  they  are  pegged  on  jobs  creation  or  jobs  reten- 
tion, I  would  say,  period.  I  mean,  there  may  be  some  other  good 
things  that  come  out  of  the  way  the  systems  deliver  at  the  local 
level. 

But  there  needs  to  be — I  mean,  they've  got  to  be  interactive  and 
up-front  and  in  a  leading  position  in  working  with  those  commu- 
nities of  people  in  economic  development  because  there  are  a  lot 
of — there  is  a  tremendous  corps  of  people  around  the  country  who 
have  done  a  lot  of  great  things,  and  are  working  in  very  difficult 
situations  in  very  distressed  areas  trying  to  save  their  community 
and  do  good  things  for  their  community. 

It  is  not  always  that  they  need  dollars,  but  they  need  people  who 
are  engineers,  who  are  entrepreneurs,  who  can  take  what  is  avail- 
able at  the  Federal  level  and  available  in  the  region  and  make 
something  happen  because,  oftentimes,  it  doesn't  take  $50,000. 

It  iust  takes  some  people  who  can  bring  together  business  people 
and  bring  together  workers  and  finance  people  and  do  something, 
and  not  just  wait  until — believe  me,  we  have  seen  our  fill  of  con- 
sultants who  are  out  there  for  consulting  fees  who  absolutely  have 
no  responsibility  to  make  anything  happen. 

Chairman  Kanjorski,  I  was  going  to  say  that  it  is  very  frustrat- 
ing because  of  the  many  agencies  of  the  government  it  involved.  It 
seems  that  whenever  you  need  somebody,  usually  a  key  person,  he 
or  she  is  always  on  vacation.  Do  you  experience  the  same  thing? 
It  is  so  damn  frustrating — well,  he  is  on  vacation  this  month;  he 
will  be  back  next  month. 

It  sort  of  sends  the  message  that  there  is  no  worry  or  hurry 
about  economic  development.  It  is  just  a  part  of  life,  and  to  people 
who  are  losing  their  jobs,  losing  their  plants,  or  seeing  their  com- 
munity go  down  the  drain,  that  is  not  the  best  message. 

Let  me  ask  you  one  question  for  the  record,  if  I  can,  and  it  is  di- 
rected to  all  of  you.  Do  you  think  we  ought  to  make  the  economic 
development  districts  compete  with  other  local  nonprofits  as  the 
intermediary?  Should  we  light  a  fire  under  them,  challenge  them, 
and  say  there  is  somebody  that  could  take  it  away  from  you? 

Mr.  Dabson.  Yes.  I  would  say  absolutely. 

Mr.  Atkinson.  I  would  agree  with  Brian.  I  don't  think  the  issue 
is  whether  the  EDDs  are  good  or  bad.  The  issue  is  whether  they 
are  monopolies  or  not  and  currently  they  tend  to  be  monopolies. 
EDA  should  fund  the  most  effective  organizations  in  a  region  and 
this  may  not  be  EDDs  in  some  cases. 

Chairman  Kanjorski.  I  find  it  difficult  and  I  do  not  know  how 
to  handle  it.  These  are  not  structured  in  accordance  with  political 
jurisdiction,  so  invariably  they  lap  over  one,  two,  or  three  congres- 
sional districts.  They  are  not  responsive  to  any  one  of  us  on  the 
Federal  level. 

It  creates  quite  a  problem  because  if  you  are  trying  for  a  scholar- 
ship and  you  have  got  three  counselors,  you  tell  the  one  counselor 
you  are  doing  this  with  the  other  counselor  and  you  tell  that  coun- 
selor you  are  doing  something  with  this  counselor  and  you  tell  the 
third  and  it  is  sort  of  a  round-robin.  Nobody  knows  quite  what  you 
are  doing. 
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.  I  do  not  get  a  sense  even  from  the  EDDs  that  are  in  my  district 
whether  they  are  successful,  or  are  not  successful — only  what  I 
read  in  the  paper,  simply  because  they  overlap  political  boundaries. 

Now  do  you  think  there  is  some  merit  to  looking  at  EDDs  on  a 
10-year  basis  to  have  them  fit  in  with  congressional  districts  so 
there  is  somebody  that  is  dealing  one-on-one  on  a  regular  basis? 

Mr.  Dabson.  Mr.  Chairman,  I  don't  have  a  view  on  whether  they 
should  be  tied  in  with  congressional  districts  but  I  do  agree  that 
they  should  be  open  to  challenge  and  competition,  that  other  orga- 
nizations should  be  allowed  to  bid  to  be  the  delivery  mechanism. 

If  they  are  good  they  will  survive.  If  they  won't  then  somebody 
else  will  take  over  their  position,  but  I  think,  well,  much  more  im- 
portant in  my  view,  much  more  important  in  terms  of  geogn^aphical 
boundaries  is  whether  these  relate  to  some  sort  of  labor  market  or 
economic  development  entity  rather  than  whether  they  meet  with 
some  congressional  boimdaries  or  not. 

I  really  appreciate  the  problem  but  if  you  are  going  through  a 
contracting  process  and  you  are  stipulating  performance  criteria 
which  the  EDDs  have  to  meet  or  whatever  agency,  then  you  have 
the  ability  to  introduce  accountability  mechanisms  and  you  can 
make  public  just  how  effective  these  organizations  are. 

Chairman  Kanjorski.  Who  should  be  testing  their  performance, 
making  the  evaluation? 

Mr.  Dabson.  Well,  I  don't  think  the  EDA  is  going  to  be  big 
enough  to  be  able  to  deal  with  each  one  of  these  on  an  individual 
contracting  basis  so  you  do  it  in  conjunction  with  the  State 
government. 

Chairman  Kanjorski.  The  Secretary  of  Commerce  on  a  State 
level? 

Mr.  Dabson.  Yes. 

Chairman  Kanjorski.  To  make  a  periodic  evaluation? 

Mr.  Dabson.  Absolutely,  yes,  and  then  to  put  them  out  to  com- 
petitive bidding  on  a  regular  basis,  either  3,  4  years,  or  whatever, 
and  make  sure  that  they  comply,  they  meet  their  formal  standards 
and  if  they  don't,  they  don't  get  recontracted. 

Chairman  Kanjorski.  Let  me  ask  vou  one  other  question  here, 
since  we  are  going  to  have  a  problem.  You  know  about  the 
empowerment  zones  and  the  enterprise  zones.  Of  course,  they  were 
defined  in  such  a  way  that  defies  my  understanding  because  so 
many  areas  of  the  country  seem  to  be  in  dire  need  of  qualifying, 
but  they  do  not  fall  into  the  enterprise  zone  and  the  enterprise 
community.  Do  you  feel  that  we  should  allow  them  to  drain  off 
funds  from  disadvantaged  areas  or  should  we  stop  that  approach 
and  include  them  in  with  the  conversion  money  and  regular  eco- 
nomic development  money,  and  allow  everybody  to  complete  on  an 
equal  basis  for  whatever  funds? 

I  guess  I  am  particularly  disturbed  that  we  have  gone  down  to 
the  census  tract.  The  census  tract  has  no  reasonable  relationship 
to  business  success  or  location.  As  a  matter  of  fact  it  is  somewhat 
offensive  to  me  to  think  that  we  should  define  where  businesses  lo- 
cated based  on  numbers  on  a  census  tract.  That  does  not  have  any 
semblance  to  good  business  decisions.  Yes? 

Mr.  Kutler.  Excuse  me.  I  am  sorry  but  I  have  to  excuse  myself 
and  I  want  to  thank  you  very  much. 
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Chairman  Kanjorski.  Thank  you,  Mr.  Kutler. 

Mr.  Croft.  My  major  problem  with  the  empowerment  zone  con- 
cept is  that  in  terms  of,  what  is  it,  nine  empowerment  zones,  which 
will  have  a  fairly  large  financial  contribution,  I  am  not  sure  how 
it  happened  but  those,  from  what  we  can  tell  from  reading  the  leg- 
islation and  being  involved  in  some  of  the  hearings  at  the  local 
level  in  Pittsburgh  and  the  Mon  Valley,  those  have  become  essen- 
tially human  services  clearinghouse  programs.  There  is  very  little 
to  do  with  jobs  and  with  business  and  with  enterprise  from  what 
we  can  tell. 

Now  the  smaller  enterprise  community  program,  which  I  believe 
would  have  a  $3  million  support  for  the  60  or  90  communities 
which  qualify,  those  tend  to  be  more  adapted  toward  business  de- 
velopment or  business  expansion  or  whatever. 

I  would  just  say  that  to  the  degree  that  all  of  that  can  be  restruc- 
tured so  that  the  dollars  are  going  to  the — the  empowerment  zone 
dollars  are  going  to  jobs  or  there  is  some  refocus  on  jobs  rather 
than  just  simply  human  services  programs,  I  think  that  is  a  smart 
move. 

Chairman  Kanjorski.  But  if  you  do  get  designated  you  are  first 
in  line  for  EDA  money  under  the  Act.  Is  that  a  smart  thing  for  us 
to  do  or  should  we  rethink  that  in  a  very  fast  track? 

Mr.  Croft.  I  know  Pittsburgh  won't  be  one  of  the  first  ones.  It 
won't  be  one  of  the  empowerment  zones  so  I'd  say 

Chairman  Kanjorski.  Have  you  checked  on  what  qualifies  out  in 
western  Pennsylvania?  In  eastern  Pennsylvania  we  do  not  qualify. 

Mr.  Croft.  We  have  two  or  three  neighborhoods  in  Pittsburgh 
and  several  mill  towns.  There  is  a  town  called  Braddock  which  is 
probably  the  hardest — it  looks  like  Dresden  from  World  War  II — 
it  is  the  hardest  hit  mill  town  I  have  ever  seen.  Most  of  the  places 
are  boarded  up.  It's  financially  bankrupt,  has  been  for  years,  a  ma- 
jority black  population.  It  is  not  eligible  for  any  of  the  programs  of 
the  empowerment  zone  and  enterprise  communities. 

Chairman  Kanjorski.  What  congressional  district  is  that  in? 

Mr.  Croft.  The  18th,  in  Bill  Coyne's  district. 

Many  of  the  Mon  Valley  communities  are  not  eligible  so  it  is 
really — I  agree  with  you,  it's  hard  to  understand  how  the  final 
product  has  come  about  because  there  should  be  a  continuous  zone 
from,  you  know,  one  part  of  Pittsburgh  down,  you  know,  about  18 
miles  into  the  Mon  Valley,  so  that  you  are  developing  business  op- 
portunities on  the  mill  sites  in  the  Mon  Valley  but  you  are  develop- 
ing an  employment  pool  of  people  from  the  inner  cities  and  from 
the  Mon  Valley  to  fill  those  opportunities  when  they  arise. 

But  there  is  very  little  in  terms  of  what  we  see  as  being  the  need 
to  really  structure  business  expansion,  jobs  opportunities,  self-help 
jobs  programs,  self-employment,  employee  ownership,  or  any  of  the 
kinds  of  things  that  have  really  come  about  in  the  community  and 
economic  development  in  the  last  several  years,  which  actually  lead 
to  jobs. 

Chairman  Kanjorski.  Thank  you  very  much. 

Does  anyone  else  have  anything  to  add? 

Mr.  Dabson.  Yes,  I  have  a  slightly  different  take  on  the 
empowerment  zones,  but  I  don't  want  to  get  into  a  discussion  as 
to  whether  they  are  appropriate  for  economic  development. 
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You  are  only  talking  about  a  half  a  dozen  of  the  big 
empowerment  zones  anyway.  I  think  the  most  interesting  from  the 
EDA  point  of  view  is  the  large  numbers  of  smaller  ones — ^the  enter- 
prise communities.  It  seems  to  me  that  probably  the  best  approach 
is  to  make  sure  that  these  enterprise  communities  don't  operate  in 
some  sort  of  vacuum,  that  the  work  of  the  EDA  and  others  should 
make  sure  that  these  enterprise  communities  are  integrated  into 
the  broader  economic  encroachment  area  for  that  area. 

So,  if  it  coincides  with  EDA  priorities,  then  there  is  no  particular 
problem.  But  I  would  like  to  see  the  EDA  being  in  the  position  to 
determine  its  own  priorities,  preferably,  but  the  enterprise  zones 
and  the  enterprise  communities  are  here.  They  are  going  to 
happen. 

I  think  it  is  just  making  sure  that  what  happens  is  integrated 
well  with  the  other  aspects  of  EDA  activity.  I  would  say  it  is  up 
to  the  local  communities  who  are  putting  forward  these  to  deter- 
mine just  how  much  of  an  economic  development  these  proposals 
have. 

I  would  think  that  given  the  staffing  point  for  these,  that  the 
people  who  are  evaluating  submissions  would  put  a  very  high 
weighing  on  job  creation,  job-generating  activities;  at  least  I  would 
hope  so. 

Chairman  Kanjorski.  Of  course,  to  qualify  you  have  to  make  the 
basic  numbers. 

Mr.  Dabson.  Yes,  you  have  to  meet  certain  criteria.  I  mean,  I 
think  the  craziest  part  of  the  whole  thing  is  that  companies  which 
actually  provide  jobs,  people  who  are  residents  in  these  commu- 
nities, are  excluded  for  any  of  the  tax  benefits.  I  think  that  was 
ruled  out  at  a  fairly  late  stage. 

But  to  insist  that  the  only  beneficiaries  are  companies  that  are 
located  within  those  things,  doesn't  make  a  great  deal  of  sense.  But 
that  is  the  legislation,  and  there  is  not  much  we  can  do  about  it. 

Mr.  LeRoy.  I  am  from  Chicago.  I  think  we  are  in  the  running 
for  one  of  the  superzones. 

Chairman  Kanjorski.  I  hope  you  voted  today. 

Mr.  LeRoy.  The  Federation  for  Industrial  Test  Renewal  gen- 
erally has  been  critical  of  enterprise  zones  because  it  raises  all  the 
thorny  issues  of  equity — companies  getting  windfall  benefits  from 
the  program  for  doing  nothing,  and  other  companies  and  home- 
owners having  to  make  up  the  difference  in  the  tax  base. 

We  see  all  the  same  problems  rolling  out  again.  I  don't  think  it 
is  a  great  economic  help. 

Chairman  Kanjorski.  Disincentive  subsidies  is  by  slipshod 
decision. 

Mr.  LeRoy.  Yes,  politically-driven  decisions,  windfall  profits 
where  people  are  politically  connected  to  get  mapped  into  the  zones 
and  so  on. 

Chairman  Kanjorski.  Every  time  you  give  them  a  good  name 
like  "enterprise  zone,"  or  "empowerment  zone,"  it  is  tough  to  sock 
them.  [Laughter.] 

Does  anyone  else  have  anything  else  to  add  in  terms  of  whether 
or  not  we  should  have  that  priority  for  enterprise  zones? 

[No  response.] 
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Chairman  Kanjorski.  If  not,  I  want  to  thank  you  all  for  partici- 
pating. I  think  this  is  going  to  be  really  a  very  valuable  transcript 
as  we  move  through. 

It  certainly  gave  me  a  lot  of  information.  It  always  makes  me 
ever  alert  of  just  how  broad  economic  development  can  be. 

I  really  do  appreciate  it.  We  may  have  other  subcommittee  mem- 
bers that  once  they  see  the  transcript,  we  may  have  additional 
questions.  So  if  we  do,  we  will  submit  them  to  you  in  writing.  We 
would  appreciate  it  if  you  would  provide  us  with  the  answers  and 
be  available  for  future  testimony  or  roundtable  discussions  such  as 
this. 

We  appreciate  your  participation.  Thank  you  very  much. 

[Whereupon,  at  12:27  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  Chair.] 


RENEWING  THE  ECONOMIC  DEVELOPMENT 

ADMINISTRATION:  LEARNING  FROM  STATE 
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THURSDAY,  MARCH  17,  1994 

House  of  Representatives, 
Subcommittee  on  Economic  Growth 

AND  Credit  Formation, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:09  a.m.,  in  room 
2222,  Rayburn  House  Office  Building,  Hon.  Paul  E.  Kanjorski 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Kanjorski,  Representatives  Klink  and 
Fingerhut. 

Chairman  Kanjorski.  The  subcommittee  will  come  to  order. 

This  morning  the  subcommittee  meets  to  receive  testimony  on 
the  reauthorization  of  the  Economic  Development  Administration 
and  the  Appalachian  Regional  Commission.  In  contrast  to  the 
Reagan  and  Bush  administrations,  the  Clinton  administration  rec- 
ognizes the  major  role  the  EDA  must  play  in  fostering  economic 
growth  in  the  hard-hit  areas.  The  EDA  now  has  a  renewed  sense 
of  mission  and  is  making  major  strides  in  retooling  its  operation. 
We  have  a  unique  opportunity  in  drafting  reauthorization  legisla- 
tion to  help  the  rebirth  of  this  agency. 

In  recent  years,  the  EDA  has  been  called  upon  to  respond  to  a 
growing  demand  for  assistance  from  an  increasing  number  of  re- 
gions and  commimities  around  the  country  experiencing  economic 
difficulty.  The  EDA  has  been  playing  a  major  role  in  disaster  relief 
efforts  after  hurricanes,  floods  and  earthquakes,  in  defense  conver- 
sion and  adjustment,  and  in  numerous  economic  recovery  efforts  of 
both  rural  and  urban  communities. 

The  EDA,  therefore,  is  confronted  with  a  very  substantial  chal- 
lenge: How  should  it  retool  and  reorganize  itself  to  meet  these  very 
large  demands?  The  three  roundtable  hearings  the  subcommittee  is 
holding  are  structured  to  allow  as  wide  a  range  of  ideas  and  experi- 
ences as  possible  about  what  kinds  of  changes  are  needed  to  bring 
the  EDA  into  the  21st  century. 

In  the  first  hearing  we  asked  what  new  approaches  to  economic 
development  should  be  incorporated  into  EDA's  programs?  Tradi- 
tionally, the  EDA  approach  to  economic  development  centered 
around  funding  public  works  and  infrastructure  projects.  At  our 
hearing  on  Tuesday,  there  seemed  to  be  a  consensus  that  other 
kinds  of  economic  development  activity  such  as  financing  for 
technology-based  business  development,  industrial  services,  and  in- 
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dustrial  retention  strategies  must  also  be  examined.  Discussions 
with  EDA's  new  leadership  also  indicate  a  great  deal  of  receptivity 
to  such  new  approaches  within  the  agency. 

At  this  morning's  hearing,  we  will  explore  what  we  can  learn 
from  the  State  and  local  initiatives  that  have  achieved  some  meas- 
ure of  success  and  represent  "best  practices"  in  economic  develop- 
ment. I  want  to  welcome  our  panelists  and  look  forward  to  your 
testimony. 

I  would  urge  that  the  panelists  try  and  confine  themselves  to  3 
to  5  minutes  in  their  presentation  so  that  we  will — we  will  make 
a  matter  of  the  record  the  full  testimony  that  has  been  offered.  But 
so  that  we  can  get  into  some  sort  of  discussion,  it  is  far  more  help- 
ful if  we  all  participate  that  way. 

And  when  we  do  get  into  the  discussion  period,  please  don't  wait 
for  me  to  ask  the  question  or  challenge  the  speaker.  The  panelists 
are  intended  and  welcome  to  do  that,  as  a  matter  of  fact,  encour- 
aged to  do  it. 

On  our  panel  today  we  have  Raymond  Codey,  director  of  develop- 
ment. New  Community  Corp.,  Newark,  New  Jersey;  Dr.  Amy 
Glasmeier,  associate  professor,  Department  of  Geography,  Penn- 
sylvania State  University;  Michael  Montgomery,  deputy  secretary 
for  business  development,  Pennsylvania  Department  of  Commerce; 
Ms.  Mary  Nelson,  president.  Bethel  New  Life,  Chicago,  Illinois;  Mr. 
Robert  Paciocco,  executive  director,  Mid-East  Commission,  Wash- 
ington, North  Carolina;  Mr.  Ronald  Phillips,  president,  Coastal  En- 
terprises, Inc.,  Maine;  and  Dr.  Walter  H.  Plosila,  president,  Subur- 
ban Maryland/Montgomery  County  Technology  Council. 

I  welcome  you  all.  We  will  start  off  with  you,  Mr.  Plosila. 

STATEMENT  OF  DR.  WALTER  H.  PLOSILA,  PRESIDENT,  SUBUR- 
BAN MARYLAND/MONTGOMERY  COUNTY  TECHNOLOGY 
COUNCIL 

Dr.  Plosila.  Thank  you,  Mr.  Chairman.  I  will  try  and  be  very 
brief.  I  have  full  testimony  submitted  to  you.  You  can  look  at  it  at 
your  leisure. 

The  organization  I  currently  head,  Suburban  Maryland  Tech- 
nology Council,  is  a  membership  organization  of  400  firms.  Federal 
labs,  universities,  and  support  industry.  We  are  one  of  about  60 
technology  councils  around  the  United  States. 

I  have  also  had  extensive  experience  at  the  State  and  local  level, 
having  previously  been  deputy  secretary  of  Pennsylvania's  Depart- 
ment of  Commerce;  director  of  policy  and  planning  for  the  Governor 
of  Pennsylvania;  associate  State  planning  director  for  the  State  of 
Kansas;  and  in  the  last  5  years  I  worked  with  34  States  in  the  de- 
velopment, implementation,  or  evaluation  of  their  State  technology 
development  and  economic  development  strategies. 

Obviously,  the  1980's  was  indeed  the  time  period  in  which  State 
and  local  governments  were  serving  as  "laboratories  of  democracy" 
trying  to  experiment  with  different  ways  to  undertake  economic  de- 
velopment. Justice  Brandeis  in  the  New  York  ice  case  said  that 
States  should  engage  in  noble  social  and  economic  experiments  to 
find  out  what  works  or  what  doesn't  that  could  be  of  use  to  the 
other  States,  but  also  to  the  Nation.  And,  of  course,  in  the  unem- 
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ployment  compensation,  worker  compensation,  child  labor  laws- 
many  national  initiatives  came  out  of  State  efforts  in  the  1930's. 

But  it  has  only  been  in  the  last  decade  that  we  have  seen  States 
being  active  again  in  terms  of  innovation  and  experiments,  in  this 
case  in  the  field  of  economic  development.  I  think  clearly  the 
reinventing  government  efforts  at  the  national  level  and  David 
Osborne's  efforts  in  that  regard  are  built  upon  what  State  and  local 
governments  have  done  in  technology  development. 

In  fact,  Osborne's  rules  or  his  principles  of  reinventing  govern- 
ment, came  out  of  State  technology  development  programs.  So  I 
would  cite  that  as  one  area  in  terms  of  designing  programs  for 
EDA  to  look  at  those  lessons — decentralized  programs;  serve  the 
customer;  ensure  competitiveness  and  leverage,  make  sure  the  pri- 
vate sector  is  in  the  driver's  seat,  not  the  public  sector,  ensure  com- 
petition in  terms  of  how  the  funding  is  allocated  and  utilized. 

I  won't  go  into  all  those  principles  here,  but  the  point  is  that  I 
think  as  you  look  at  EDA  and  its  reauthorization,  the  reinventing 
government  initiative  should  be  applied  to  the  authorization 
language. 

The  1980's,  I  also  think,  saw  State  and  local  governments  move 
from  what  some  of  us  call  blind  smokestack  chasing,  trying  to  get 
anybody  and  everybody  to  move  to  a  jurisdiction.  Of  course,  you 
know.  Congressman,  about  the  famous  Volkswagen  that  ate  Penn- 
sylvania, the  rabbit  that  ate  Pennsylvania,  in  terms  of  trying  to  at- 
tract Volkswagen  to  the  State,  putting  a  lot  of  money  into  one 
project,  and  then  the  plant  closing  a  few  years  later.  That  is  one 
of  the  pitfalls  of  simply  doing  blind  smokestack  chasing. 

States  and  localities  in  the  1980's  started  to  focus  more  on  entre- 
preneurship,  starting  new  firms,  and  second,  something  I  think 
Amy  is  going  to  talk  about,  retention  of  existing  firms.  In  fact, 
CUED  studies  point  out  that  80  percent  of  your  job  growth  come 
from  startups  and  expansions,  20  percent  from  recruitment  strate- 
gies. So  I  would  encourage,  as  EDA  has  generally  done  in  the  past, 
staying  out  of  bidding  wars,  not  using  their  programs  in  ways  that 
encourage  States  to  compete  with  each  other  because  it  does  not 
add  net  wealth  to  the  country. 

1  also  would  encourage  you,  in  developing  any  roles  for  EDA, 
that  you  avoid  sort  of  top-down  mandates,  having  inflexible  pro- 
grams or  categorical  programs,  and  not  being  responsive  to  local 
needs  and  priorities.  I  think  that  is  the  primary  lesson  of  the 
1980's  and  the  early  1990's,  is  that  innovation  occurs  from  the  bot- 
tom up,  not  from  the  top  down. 

There  are  three  or  four  problems  I  would  like  to  cite  real  quickly, 
and  the  testimony  goes  into  more  detail  on  each  of  these.  These  are 
areas  that  EDA,  in  concert  with  other  agencies,  and  more  often  in 
concert  with  State  and  local  governments  and  nonprofit  organiza- 
tions could  play  an  important  role. 

The  first  area  is  capital  availability.  While  the  Washington  inter- 
est groups  don't  think  this  is  a  problem,  it  is  it  indeed  a  problem 
if  you  go  around  the  country.  It  is  not  a  problem  just  in  Pennsylva- 
nia or  in  Ohio,  but  in  entrepreneurship  hotbeds  like  California,  in 
Utah,  in  Minneapolis — this  lack  of  seed  capital.  Venture  Economics 
own  data  shows  that  in  1986,  less  than  6  percent  of  the  national 
venture  capital  money  went  into  startup  firms;  that  is,  investments 
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of  less  than  $500,000.  That  was  1986,  less  than  6  percent.  Today 
it  is  less  than  2  percent. 

We  indeed  have  venture  capitalists  funding  what  banks  funded 
5  years  ago.  As  the  banks  have  gotten  more  and  more  cautious  and 
more  and  more  big  institutional  investors  have  put  money  into  ven- 
ture capital,  the  venture  capital  industry  has  also  got  hardening 
of  the  arteries"  and  has  become  less  risk  takers.  That  leaves  infor- 
mal investors  and  your  own  resources  as  the  only  way  to  start  up 
a  firm.  That  does  not  make  sense  given  NSF's  own  studies  showing 
most  of  the  innovation  comes  from  startup  companies.  The  large 
firms  utilize  them,  acquire  it,  build  partnerships  in  manv  different 
ways,  but  we  need  to  encourage  that  churning  process  of  new  com- 
panies being  formed  constantly  and  EDA  could,  in  fact,  help  cap- 
italize some  of  these  Seed  Venture  Programs. 

Mike  can  cite  in  more  detail  some  of  the  examples  in  Pennsylva- 
nia, but  the  seed  venture  fund  in  Pennsylvania  created  a  NEPA  in 
Bethlehem,  Allentown  area.  It  got  some  State  money  initially  as  a 
seed  investment.  It  has  now  raised  a  second  fund  and  it  did  not 
have  State  funds  in  the  second  fund.  It  has  the  private  sector  mak- 
ing the  investments.  That  is  something  EDA  can  play  an  important 
role,  which  is  to  stimulate  the  private  sector  to  fill  a  gap  it  is  not 
currently  filling,  which  is  seed  capital. 

The  second  example  I  would  cite  is  the  whole  area  of  marketing 
assessment.  We  had  plenty  of  research  centers  in  this  country.  A 
study  done  by  Carnegie-Mellon  University  shows  there  are  1,200 
research  centers  in  universities  throughout  the  United  States. 

Of  course,  we  have  major  Federal  labs  and  then  in  our  large  cor- 
porate companies  we  have  large  R&D  organizations.  In  the  case  of 
all  three,  none  are  doing  very  well  commercializing  the  research. 
In  fact,  the  Japanese  and  other  countries  do  better  commercializing 
our  research  than  we  ourselves  do.  We  need  new  vehicles  or  re- 
vamped vehicles  to  do  this,  in  my  opinion. 

The  clear  area  in  which  we  have  a  problem  is  no  one  does  the 
marketing  assessment  function.  When  the  basic  research  is  done, 
who  assesses  it  to  see  whether  it  has  any  commercial  potential  or 
economic  value? 

Big  companies  won't  fund  that  because  there  is  much  more  re- 
search than  they  can  afford  and  it  is  not  worth  their  investment 
versus  their  internal  efforts.  Small  firms  can't  afford  to  do  it.  Uni- 
versities don't  do  it  because  this  is  not  their  basic  research  role. 

Marketing  assessments  in  which  you  have  expertise  and  capabili- 
ties to  look  at  the  research,  form  new  companies  or  get  the  tech- 
nology in  the  existing  companies,  can  in  fact  be  filling  market 
niches  that  and  not  being  filled  now.  It  has  not  been  something 
that  the  Federal  Government  have  been  very  responsive.  We  were 
fortunate  in  Maryland  to  get  a  TRP  funded  to  create  a  Maryland 
Health  Products  Alliance  that  is  somewhat  of  a  model  for  this,  but 
other  than  that  it  has  been  very  difficult  to  get  the  Federal  funding 
agencies  interested  in  this,  yet  it  is  very  critical  to  our  competitive- 
ness, to  get  the  research  out  of  the  research  arena  and  into  the 
commercial  marketplace,  and  vehicles  to  bring  it  out  and  help  com- 
panies would  be  very  important. 

The  third  area  is  the  planning  and  development  of  consortia.  If 
you  look  at  service  centers  in  Italy,  you  look  at  the  research  insti- 


49 

tutes  in  Japan,  you  look  at  the  foundations  of  Sweden,  it  doesn't 
matter  where  you  look  around  the  world,  most  of  the  world  is  doing 
better  than  we  are  at  creating  consortia  that  include  small  compa- 
nies and  medium  companies  and  large  firms  and  universities  in 
terms  of  developing  ways  for  companies  to  collaborate  in  commer- 
cialization. 

This  is  something  that  two  Federal  agencies  have  the  legal  au- 
thority to  do  now,  NIST  and  ARPA,  neither  of  which  is  exercising. 
Both  could  provide  planning  grants  to  form  these  types  of  organiza- 
tions. Small  and  medium  firms  in  particular  cannot  simply  take  a 
Federal  funding  initiative  and  apply  for  it,  like  TRP,  overnight. 
They  need  planning  funds  to  develop  the  consortia  itself.  Second  of 
all,  they  need  some  financial  support  for  operating  these  consortia 
for  the  first  3  or  4  years,  maybe  on  a  matching  basis  with  industry. 
The  rest  of  the  world  has  consortia  that  includes  small  and  me- 
dium firms.  Our  national  government  primarily  funds  consortia  of 
large  companies,  usuailv  when  they  are  in  industries  in  decline. 

The  final  area  I  would  suggest  is  we  need  new  tool  kits  for  eco- 
nomic development  practitioners.  The  traditional  tool  kits  of  what 
the  economic  development  professionals  do  at  the  State  and  local 
level  generally  reflect  around  recruitment  strategies,  investment 
assistance,  loans,  and  grants.  The  new  world  order  in  which  our 
companies  compete  in  America  is  that  they  need  to  address  things 
like  work  force  quality,  access  and  availability  of  higher  education 
services,  consultancy  services  and  technology,  and  entrepreneurial 
business  assistance. 

All  of  these  are  examples  in  which  our  traditional  practitioners 
are  ill  equipped  to  deal  with  the  coming  information  revolution. 
EDA  can  play  an  important  role  in  its  technical  assistance  and 
training  programs  in  helping  address  that  tool  kit;  help  upgrade 
the  capabilities  of  the  professionals  in  the  field  at  the  State  and 
local  level;  provide  technical  assistance;  provide  best  practice  mod- 
els; a  whole  range  of  things  thinking  of  the  next  20  years,  not  of 
the  past  20  years,  in  terms  of  how  economic  development  and  in 
this  case  technological  development  is  going  to  occur. 

Those  are  my  four  suggestions.  Obviously,  in  a  short  time  period, 
I  cannot  go  into  detail  on  all  of  those,  but  I  would  be  happy  to  an- 
swer any  questions.  I  apologize,  I  am  going  to  have  to  leave  early. 
I  teach  a  graduate  seminar  up  in  Pittsburgh  at  Carnegie-Mellon 
that  I  have  to  drive  up  to,  so  I  will  have  to  leave  early.  Thank  you. 

[The  prepared  statement  of  Dr.  Plosila  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Doctor. 

Dr.  Glasmeier. 

STATEMENT  OF  DR.  AMY  K.  GLASMEIER,  ASSOCIATE  PROFES- 
SOR, DEPARTMENT  OF  GEOGRAPHY,  PENNSYLVANIA  STATE 
UNIVERSITY 

Ms.  Glasmeier.  Thank  you  very  much,  Mr.  Chairman.  And 
thank  you  very  much  for  the  invitation  to  make  comments  here 
today. 

I  know  Dr.  Plosila  from  the  first  time  I  lived  in  the  State  of 
Pennsylvania.  I  have  recycled  more  than  once  through  Pennsylva- 
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nia,  and  I  am  impressed  by  the  fact  that  our  comments  are  as  simi- 
lar as  they  are. 

I  am  a  researcher  who  has  worked  with  both  EDA  and  ARC  amd 
am  working  with  both  of  them  now  on  different  kinds  of  projects. 
My  comments  are  partly  a  response  to  what  I  have  done  in  con- 
iunction  with  them,  but  they  reflect  work  that  I  am  currently  doing 
looking  at  the  ways  in  which  firms  learn  strategically  and  the  ex- 
tent to  which  we  understand  how  firms  learn  about  their  strategic 
options.  This  research  is  designed  to  help  us  design  more  effective 
public  policy  interventions  in  the  area  of  competitiveness  to  try  to 
change  their  competitive  positions. 

My  comments  are  of  three  types.  One  introductory  comment  is 
about  the  role  of  recruitment  and  the  extent  to  which  the  Federal 
Grovemment  has  to  set  a  tone  which  will  help  move  away  from  em- 
phasizing recruitment  in  economic  development  practitioners. 

A  second  point  is  that  reorienting  practitioners  requires  a  very 
serious  dose  of  retraining,  which  I  think  can  probably  only  occur 
within  a  larger  context  as  it  is  probably  not  going  to  come  from  ei- 
ther professional  associations  or  State  governments. 

And  then  finally,  I  would  like  to  make  some  comments  about 
modernization  programs  and  reference  three  potential  biases  em- 
bedded in  the  designs  of  those  types  of  programs. 

My  first  comment  is  about  recruitment.  While  we  hear  that 
States  are  moving  away  from  recruitment,  they  are  not.  If  you  look 
at  the  budgets  figures  of  States  and  the  way  they  spend  develop- 
ment funds,  the  largest  portion  of  all  States'  funds,  and  (local  gov- 
ernments), are  spent  on  recruitment  efforts. 

Consequently,  the  interstate  competition  is  not  going  to  end  sim- 
ply by  somebody  saying  one  day  it  should  stop.  To  stop  rivalry 
there  has  to  be  a  commitment  on  the  part  of  the  participants  in 
economic  development  to  move  away  from  recruitment  as  policy. 

In  a  recent  conference  I  organized  in  the  fall,  looking  at  the 
North  American  Free  Trade  Agreement  and  globalization  and  its 
impact  on  rural  communities,  the  consensus  around  the  room  was 
that  there  is  a  Federal  role  in  establishing  the  basis  for  a  truce. 
Because  when  States  get  together  and  talk  about  recruitment  they 
agree  not  to  but  they  do  it,  then  they  turn  back  home  and  return 
to  the  business  of  bargaining  for  jobs. 

Until  you  can  neutralize  this  orientation,  I  think  it  will  be  very 
difficult  to  reinvent  or  reimagine  what  EDA  is. 

My  second  point.  Some  of  the  most  important  new  initiatives  at 
the  State  level  are  the  collaborations  developing  between  local  and 
States  governments  and  working  with  large  employers.  I  empha- 
size large  employers  because  many  communities  the  bulk  of  em- 
ployment is  in  large  multilocational  organizations.  It  doesn't  matter 
whether  the  commimity  is  urban  or  rural,  large  employers  provide 
the  bulk  of  all  jobs. 

In  the  ARC  region  on  average,  57  percent  of  total  manufacturing 
employment  is  in  branch  plants;  in  iome  counties  there  is  a  single 
branch  plant  responsible  for  all  the  jobs.  That  takes  into  account 
only  branch  plants.  If  I  was  to  put  in  corporate  entities  including 
susidiaries,  then  we  are  talking  about  85  percent  of  total  employ- 
ment within  multiestablishment  operations. 
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So  while  small  businesses  generate  many  jobs,  the  bottom  line  is 
your  bulk  of  employment  is  in  large  organizations.  And  large  firms 
nave  particular  problems  that  are  currently  not  being  addressed 
through  public  policy. 

The  best  of  examples  of  retention  programs  are  those  that  lit- 
erally get  inside  the  firm,  are  based  on  collaboration,  trust,  and  as- 
sociation between  the  development  organizations  (spanning  several 
levels  of  institutions),  and  the  large  firm  or  establishment. 

Economic  development  professionals  need  to  be  trained  to  work 
with  big  firms.  They  need  to  learn  how  to  gauge  which  options  are 
available  for  retention,  the  extent  that  serious  levels  of  investments 
need  to  be  made  in  workplace  training,  the  need  to  redesign  to  the 
work  process,  and  a  whole  host  of  actions  not  currently  part  of  pro- 
fessional practice.  Economic  development  practitioners  simply  do 
not  know  now  to  deal  with  big  firm  problems. 

It  requires  understanding  industries  at  the  level  of  a  Wall  Street 
analyst,  it  requires  understanding  firms  and  firm  strategies.  This 
type  of  knowledge  is  needed,  so  that  practitioners  can  negotiate 
with  their  local  employers  and  feel  confident  that  they  understand 
the  problems  of  a  local  establishment. 

This  type  of  professional  training  is  not  going  to  come  from  either 
professional  associations  or  necessarily  from  the  field  itself  This  is 
because  day-to-day  issues  take  up  the  bulk  of  time.  I  see  a  role  for 
EDA  in  the  area  of  technical  assistance  to  help  people  retrain  for 
the  future. 

In  terms  of  modernization  efforts,  my  own  work  in  this  area  is 
focused  or  trying  to  figure  out  why  American  firms  have  problems 
modernizing  on  their  own;  why  American  firms  have  an  inward  ori- 
entation rather  than  an  external  orientation  toward  the  global 
economy. 

As  modernization  programs  are  currently  being  discussed,  they 
are  oriented  toward  resolving  technological  problems  concerns.  The 
problem  of  the  firm  is  diagnosed  in  terms  of  technological 
efficiency. 

This  implies  a  tendency  to  search  for  a  technological  fix,  such  as 
adding  new  capital  to  reorganize  the  way  inventory  is  handled,  re- 
organizing the  factory  floor  to  make  it  more  efficient.  Ultimately, 
the  conception  behind  the  problem  is  reducing  the  cost  of  doing 
business. 

I  don't  think  that  is  the  only  problem.  I  think  inefficient  cost 
structures  are  symptomatic  of  a  larger  problem  that  has  to  do  with 
how  businesses  have  evolved  in  the  United  States,  the  ways  in 
which  entrepreneurs  come  into  existence,  and  the  prior  experience 
that  they  have. 

With  modernization,  we  have  a  dual  responsibility:  (a)  Techno- 
logical change  is  extremely  important;  but  (b)  if  we  don't  actually 
understand  why  the  organization  is  suboptimizing  (and  many  of 
them  can  make  plenty  of  money  without  working  at  world  stand- 
ards), we  will  have  little  impact  on  the  problem  of  lost  competitive- 
ness. Why  is  it  that  organizations  choose  to  be  disorganized,  dirty, 
and  scattered?  This  may  be  a  perfectly  rational  decision.  They  still 
make  a  profit,  even  if  they  operate  at  the  margins. 

Modernization  efforts  should  take  account  of  other  goals.  Goals 
such  as  workplace  training  and  community  development.  We  need 
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to  link  the  understanding  of  business  behavior  with  these 
programs. 

In  terms  of  the  biases  that  I  am  concerned  about  in  the  develop- 
ment of  modernization  programs,  there  are  three.  First,  I  think 
their  programs  tend  to  be  largely  technical  fixes.  I  believe  this  is 
because  it  is  very  difficult  to  get  into  firms,  and  as  practitioner, 
when  you  want  to  get  into  a  firm,  you  almost  have  to  go  in  with 
some  tvpe  of  an  entree,  some  gift,  if  you  will.  I  think  a  techno- 
logical bias  is  problematic. 

Second,  I  think  most  programs  are  oriented  toward  small-  and 
medium-size  business.  We  have  got  to  include  large  organizations, 
in  particular,  because  they  are  critical  nodes  in  local  economies; 
they  provide  subcontracts  which  create  local  production  systems. 

We  need  to  learn  how  to  work  with  multilocational  organizations, 
corporations,  at  large  scale.  We  have  some  experiences  with  that, 
but  we  don't  have  enough. 

My  last  comment  is  that  when  we  think  about  modernization, 
most  of  the  discussion  is  concerned  about  reducing  the  cost  of  doing 
business.  I  wholeheartedly  support  this.  However,  I  think  simulta- 
neously we  have  got  to  reassert  the  importance  of  job  generation 
and  quality  jobs,  as  part  of  any  modernization  program  we  imple- 
ment. By  its  very  nature,  modernization  is  productivity  increasing, 
and  unless  there  is  job  generation  occurring,  the  outcome  will  be 
job  loss.  We  have  to  be  concerned  about  not  just  reducing  business 
costs  but  we  must  assist  in  reorganizing  businesses  to  be  more  effi- 
cient so  that  they  may  grow  over  time. 

Thank  you. 

[The  prepared  statement  of  Dr.  Glasmeier  can  be  foimd  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Doctor. 

Mr.  Philhps. 

STATEMENT  OF  RONALD  PHILLIPS,  PRESIDENT,  COASTAL 

ENTERPRISES,  INC.,  ME 

Mr.  Phillips.  Can  you  hear  me  OK?  It  will  slide  right  off  the 
table,  I  think. 

My  name  is  Ron  Phillips.  I  am  president  of  Coastal  Enterprises 
in  Wiscasset,  Maine,  a  rural  community  development  corporation. 

Thank  you  very  much,  Chairman  Kanjorski,  for  inviting  me  here 
to  these  hearings.  The  purpose  of  my  testimony  I  think  is  to  share 
with  you  our  interest  in  expanding  the  universe  of  eligible  appli- 
cants for  EDA  programs,  and  at  the  same  time  supporting  the  re- 
authorization of  EDA  as  a  vital  institution  for  America's  economic 
development  activity,  particularly  in  rural  communities.  In  Maine, 
there  are  several  EDA-funded  organizations  that  are  quite  impor- 
tant to  our  economic  development. 

I  am  a  member  of  the  National  Congress  for  Community  Eco- 
nomic Development,  which  is  a  25-year-old  national  trade  associa- 
tion made  up  of  at  least  400  members  of  community  development 
corporations  around  the  country  and  we  have  been  in  business  a 
long  time,  as  nonprofit,  nongovernmental  organizations,  to  try  to 
contribute  toward  the  respective  needs  of  our  rural  and  urban 
communities. 
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I  also  represent  the  interests  of  that  organization.  Coastal  Enter- 
prises was  formed  in  1977  as  a  CDC.  We  are  principally  involved 
in  financing  small  businesses  as  well  as  social  services,  such  as 
child  care,  and  the  production  of  affordable  housing.  We  also  pro- 
vide technical  assistance  to  small  businesses. 

We  have  counseled  some  4,500  in  Maine,  employing  an  average 
of  2.5  million  people.  Some  10,000  people  depend  on  those  small 
businesses  for  their  support.  In  our  Small  Business  Financing  Pro- 
grams, we  have  put  together  $90  million  worth  of  capital.  Much  of 
this  capital  has  come  through  our  leverage  relationships  with  the 
banking  community. 

So  we  work  very  closely  with  banks  and  they  are  a  very  impor- 
tant part  of  our  activities.  We  target  our  financing  to  certain  sec- 
tors of  the  Maine  economy  we  think  are  important  to  create 
employment  and  create  economic  opportunity,  particularly  for  low- 
income  people. 

The  average  employment  of  the  small  business  in  Maine  is  20 
people.  And  in  all  due  respect  to  Doctor  Glasmeier's  comments 
about  the  importance  of  large  business  to  economic  development, 
which  I  think  is  correct  to  consider,  we  must  not  abandon  the  im- 
portant role  these  small  businesses  play  in  their  own  right  to  cre- 
ate jobs. 

We  work  with  many  of  these  startups  or  expanding  businesses 
and  entrepreneurs,  and  we  believe  that  this  is  a  very  important 
source  of  jobs  and  of  future  opportunity  for  our  communities.  For 
example,  we  invested  in  the  DeLorme  Mapping  Co.,  in  Freeport, 
which  has  developed  advanced  computerized  techniques  for  car- 
tographic production. 

We  became  involved  with  this  company  when  they  employed  17 
people.  David  DeLorme,  who  went  to  the  University  of  Maine,  was 
a  Vietnam  vet  and  had  learned  photography  and  mapmaking  and 
so  forth.  So  he  got  into  the  business  and  was  quite  a  genius  and 
developed  some  very  patentable  types  of  mapmaking  technologies. 

He  now  employs  150  people  in  this  company.  It  is  in  Freeport, 
the  home  of  L.L.  Bean.  If  any  of  you  go  there,  you  ought  to  visit 
their  map  store.  Many  of  the  people  he  hires  have  also  been  AFDC 
recipients. 

Another  company  is  Tom's  of  Maine.  They  produce  and  manufac- 
ture natural  health  care  products,  like  toothpaste.  We  got  involved 
with  the  company  at  a  very  early  stage  when  they  had  only  a  few 
employees.  They  now  employ  80,  with  sales  of  over  $10  million,  and 
are  expanding  to  national  markets. 

So  some  of  these  small  businesses  in  their  own  right,  the  prod- 
ucts that  they  are  creating,  and  the  new  technologies  they  are  cre- 
ating, are  an  important  source  of  job  creation. 

Other  areas  we  get  involved  in  are  investments  in  value  added 
national  resource  industries,  important  to  rural  areas.  We  have 
helped  develop  the  Maine  fisheries,  which  are  suffering  now  in  the 
northeast,  as  you  might  know.  I  will  refer  to  that  in  a  few  minutes. 

We  also  are  Maine's  largest  and  perhaps  one  of  the  leading 
microenterprise  lending  organizations  in  the  country,  so  we  have 
been  very  active  at  the  smaller  end  of  business  finance.  We  will  in- 
vest in  one  person  to  create  a  self-employment  opportunity  in  a 
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businesslike  manner  that  is  going  to  support  that  person  and  oth- 
ers as  the  venture  grows. 

We  invest  in  child  care  faciHties  such  as  the  Children's  Center 
in  Sanford,  Maine,  which  provides  opportunities  for  70  kids,  and 
also  handles  a  network  of  family  day  care  operations  throughout 
the  county.  And  we  are  involved  in  affordable  housing. 

The  principal  issues  that  we  have  been  facing  in  Maine  relate  to 
mounting  effective  job  creation  strategies.  I  will  focus  on  economic 
conversion,  which  is  the  area  in  which  the  EDA  has  been  and  is 
continuing  to  be  active.  We  can  look  at  the  subject  of  economic  con- 
version as  industrial  restructuring.  I  mentioned  the  fisheries  where 
we  are  going  to  be  losing  roughly  half  our  fleets  in  the  northeast. 
The  textile  industry  in  Maine  has  shifted  over  the  past  decades. 
There  are  changes  going  on  in  our  local  communities  and  NAFTA 
will  spur  changes,  and  there  has  been  a  pattern  of  plant  closings 
to  cheaper  labor  markets  overseas.  The  way  the  EDA  responds  to 
these  changes,  I  think,  is  an  important  issue. 

Modeling  good  coordination  on  the  Federal  level  to  get  down  to 
the  grassroots  is  going  to  be  critical  to  help  these  communities. 
Something  like  10  percent  of  Maine's  work  force  is  dependent  on 
military  spending  for  payroll.  So  this  is  a  very  important  area  for 
us. 

I  would  like  to  address  five  points  in  terms  of  what  I  think  can 
be  a  future  role,  almost  a  new  mandate,  for  the  EDA  to  take  on 
some  of  the  issues  that  have  been  raised  by  my  colleagues  here  al- 
ready, such  as  the  new  technology  development.  How  is  the  EDA 
going  to  do  this? 

First  of  all,  there  is  no  doubt  that — absolutely  no  doubt  that  EDA 
needs  to  address  the  question  of  the  provision  of  equity  capital  in 
terms  of  its  revolving  loan  fund  eligible  uses.  You  have  a  Title  IX 
Program.  I  don't  know  what  the  proposed  level  of  reauthorization, 
if  any,  is  of  that,  but  I  do  feel  the  uses  of  those  funds  are  equity, 
seed-type  capital,  and  investments  in  precommercialization  prod- 
ucts, would  be  essential,  particularly  in  rural  communities,  and 
among  small  businesses  that  have  such  a  difficult  time  accessing 
these  resources. 

The  SBA  Small  Business  Innovation  Research  Program  may  be 
a  model  to  investigate  and  to  try  to  adapt  to  some  EDA  program- 
ming. 

The  second  is  in  technical  assistance.  The  EDA  does  well  at  pro- 
viding funding  for  market  studies  and  planning  for  communities, 
but  they  don't  do  very  well  at  the  implementation.  We  are  working 
in  Knox  County  with  an  EDA  district  and  a  local  development  or- 
ganization to  try  to  implement  some  of  the  findings  that  came  out 
of  an  analysis  of  the  economic  deterioration  that  is  going  on  in  that 
county  of  30,000  people. 

But  it  is  very  difficult.  You  can  do  the  analysis  and  talk  all  you 
want  about  what  the  issues  and  problems  are.  It  is  very  difficult 
to  do  implementation.  The  EDA  needs  to  take  its  capital  programs 
and  earmark  funds  for  followup  technical  assistance  and  implemen- 
tation of  some  of  the  plans  and  studies  that  they  are  conducting 
with  local  communities. 

Another  model  or  example  of  that  is  the  Small  Business  Adminis- 
tration, which  helps  fund  the  Small  Business  Development  Center 
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Program.  The  SBA  also  has  some  of  the  financing  vehicles  along- 
side of  that. 

Or  another  model  is  within  the  Farmers  Home  Administration 
which  provides  grants  for  rural  business  enterprise  development, 
but  also  allows  some  of  those  funds  to  be  used  for  technical  assist- 
ance. So  I  think  that  is  a  critical  area  to  build  capacity  at  the  local 
community. 

The  third  area  is  in  economic  conversion,  which  I  mentioned  ear- 
lier. We  have  developed  a  proposal  to  the  Economic  Development 
Administration.  This  is  actually  an  unsolicited  proposal,  and  I  want 
to  formally  submit  it  for  the  record  because  I  think  it  provides  a 
good  framework  for  how  an  NGO  can  operate  in  this  field  and  work 
effectively  in  partnership  with  local  municipalities  in  terms  of  deal- 
ing with  some  of  the  dislocation. 

So  I  have  the  proposal  here  which  I  will  give  you  for  the  record. 

I,  as  well,  have  a  letter  attached  to  that  proposal  from  the  Gov- 
ernor of  the  State  of  Maine,  who  is  supporting  it.  But  this  is  an 
unsolicited  proposal  because  the  EDA  does  not  necessarily  favor 
the  reception  of  proposals  from  nongovernmental  organizations. 

And  that  really  begins  the  discussion  about  how  to  broaden  the 
eligibility  of  the  EDA  in  terms  of  that  allowance. 

My  fourth  point  therefore  is  related  to  the  question  of  expanding 
the  client  base.  You  have  heard  a  lot  about  the  Community  Devel- 
opment Financial  Institutions  Act,  which  I  think  is  now  on  the 
floor  of  the  Senate.  There  is  an  expanded  applicant  base  in  that 
legislation  representing  a  number  of  different  types  of  nonprofit 
community  development  organizations  throughout  the  country  that 
respects  the  diversity  of  the  field  and  the  types  of  groups  that  are 
out  there  to  do  the  job. 

We  would  recommend  that  the  EDA  in  its  reauthorization  deal 
very  carefully  with  the  question  of  eligibility  and  be  sure  that  the 
universe  is  being  opened  up  to  groups  like  community  development 
banks,  community  development  corporations,  community  develop- 
ment loan  funds,  microloan  funds,  community  development  credit 
unions,  and  any  of  those  kinds  of  local  institutions  that  are  trying 
to  deal  with  some  of  the  issues  of  economic  opportunity. 

My  last  point  is  to  introduce  into  the  record  a  set  of  examples 
of  projects  that  community  development  corporations  around  the 
country  have  put  together  to  give  the  EDA  examples  of  the  kinds 
of  things  we  can  do  with  you.  I  have  these  writeups  here.  There 
are  13  groups.  One  of  them  is  Bethel  New  Life,  you  will  be  hearing 
from  today.  It  is  a  mix  of  rural  and  urban  groups.  We  would  like 
to  present  those  and  also  have  you  consider  the  possibility  of  estab- 
lishing a  special  projects  fund  or  a  special  investment  program. 

The  EDA  once  had  an  office  of  special  projects  support  innovative 
types  of  activities  out  in  the  field  beyond  just  the  governmental 
network.  You  may  want  to  consider  reestablishing  this  office.  Those 
are  my  points  and  thank  you  very  much  for  me  opportunity  to 
speak  with  you  today. 

[The  prepared  statement  of  Mr.  Phillips  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Mr.  Phillips.  With- 
out objection,  the  submissions  from  Mr.  Phillips  will  be  made  part 
of  the  record. 
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[The  information  referred  to  can  be  found  in  the  appendix.] 
Ms.  Nelson. 

STATEMENT  OF  MARY  NELSON,  BETHEL  NEW  LIFE,  CHICAGO, 

IL 

Ms.  Nelson.  My  name  is  Mary  Nelson.  I  am  president  of  Bethel 
New  Life,  a  15-year-old  community  development  corporation  on  the 
west  side  of  Chicago  in  an  area  that  is  pretty  well  bombed  out. 
Rust  belt  is  real  in  terms  of  our  industrial  base  there  in  the  area, 
a  lot  of  closed-down  businesses  and  abandoned  factories. 

We  are  really  happy  to  be  here  at  the  table  and  testifying  and 
happy  that  you  are  looking  at  an  expanded  role  or  a  more  creative 
opportunity  for  EDA  in  this  reauthorization. 

Our  experience  in  this  area  goes  back  to  looking  at  the  assets  of 
our  community  as  a  way  for  development  and  creating  jobs  and 
seeing  that  we  are  right  next  door  to  the  city's  waste  energy  plant 
and  we  have  got  lots  of  garbage  in  our  community.  So  we  took— 
put  together  a  material  recovery  facility  which  now  processes  50  to 
60  tons  of  recyclables  a  day  and  has  created  35  jobs  right  in  the 
same  industrial  park  where  the  incinerator  is,  and  are  now  work- 
ing on  a  joint  venture  to  expand  and  build  a  new  facility  and  do 
400  tons  a  day  of  recyclables. 

And  then  looking  at  the  opportunities  of  drawing  in,  we  are  al- 
ready recruiting  other  businesses  who  can  take  that  recycled,  re- 
processed material,  and  use  that  as  their  base  material  for  remanu- 
facturing.  So  we  can  do  a  synergistic  kind  of  approach,  just  starting 
out  of  garbage  processing  in  our  area. 

It  took  a  lot  of  hard  work  to  put  the  financing  together,  both  be- 
cause we — if  it  hadn't  been  for  the  Community  Reinvestment  Act, 
we  would  never  have  been  able  to  get  any  financing.  We  got  the 
State  Treasurer  Office  to  deposit  some  funds  in  the  local  bank. 

We  then  used  the  CRA  challenge  to  provide  some  dollars  for  us, 
a  loan.  An  OCS  grant  helped  us  capitalize  it,  and  the  State's  De- 
partment of  Energy  and  Natural  Resources  put  in  a  revolving  loan, 
and  finally  Liske  gave  us  a  recoverable  grant  or  forgivable  loan  for 
the  startup  operating  costs. 

But  it  is  like  a  jigsaw  puzzle,  putting  together  the  financing  for 
some  of  these  startup  organizations,  and  it  takes  a  lot  of  flexibility 
of  being  willing  to  share  different  positions  on  loans,  and  so  forth. 

Our  second  venture  in  this  area  is  that  we  are  just  opening  a 
small  business  incubator  facility  for  office-type  businesses  in  an  old 
closed  down  hospital  complex  that  we  purchased  3  years  ago  and 
we  will  be  able  to  serve  12  incubator  businesses  and  assist  them 
on  the  road  hopefully  to  move  out  of  our  facility  into  larger  and  ex- 
panded services. 

And  finally,  we  have  a  partnership  of  the  Argonne  National  Lab- 
oratory for  technology  transfer  to  create — taking  their  technologies 
and  their  capacities  and  figuring  out  how  do  you  help  those  rejuve- 
nate an  urban  inner-city  community  and  take  the  same  tech- 
nologies that  they  have  been  sharing  with  Fortune  500  companies 
and  help  assist  small  businesses  in  being  updated  and  getting  into 
the  frame  of  things.  And  there  with  that  partnership,  we  are  then 
focusing  on  a  sectoral  approach  to  small  business  development. 
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In  our  area,  and  the  one  is  on  the  environmental  field,  doing  as- 
sessment, remediation,  and  so  forth,  and  it  is  an  area  where  there 
are  particularly  few  minority  companies  and  so  we  are  focusing  on 
that.  We  have  got  our  community  colleges  partnering  with  us  to  do 
some  of  the  job  training.  The  OJT  stuff  will  happen  with  Argonne's 
supervision,  and  we  are  working  with  the  city  to  get  access  to  the 
buildings,  the  abandoned  buildings  in  the  area,  so  that  we  can  then 
help  do  those  assessments,  help  create  the  job  in  the  businesses 
around  the  environmental  field  in  terms  of  making  that  happen. 

It  is  a  very  interesting  process  when  a  big  technology  laboratory 
begins  to  figure  out  how  it  can  make  application  of  those  things  in 
an  urban  inner-city  situation.  And  so  it  has  been  a  very  exciting 
venture.  And  we  have  just  begun  the  possibilities. 

And,  finally,  we  do  everything  from — ^we  purchased  and  helped 
set  up  a  number  of  fi-anchises  and  employment  and  training.  We 
have  done — created  self-employment,  25  day  care  homes,  former 
welfare  recipients,  so  we  have  seen  the  whole  spectrum  of  these 
things. 

Five  recommendations  as  you  look  at  your  reauthorization.  And 
one  is  that  unless  you  add  some  words  that  specifically  name  CDCs 
as  eligible  applicants  in  your  regulations,  we  will  not  get  included. 
I  don  t  know  how  it  is  in  some  other  States,  but  it  is  like  an  old 
boy's  club.  We  are  just  not  informed,  brought  to  the  table,  allowed 
in  at  the  table  in  doing  applications,  in  discussing  the  regulations, 
and  so  forth. 

And  we  need  to  be  named  specifically  as  allowable  applicants  and 
eligible  applicants  to  change  that. 

Second,  we  need  to  be  able  to  be,  as  Ron  said,  equity  invest- 
ments. The  EDA  revolving  loan  funds  need  to  be  made  ii  possible 
so  we  can  do  equity  investments  in  these  small  businesses,  and  you 
need  to  lift  the  20  percent  cap  restriction,  because  some  deals  re- 
quire more. 

My  third  point  is  there  needs  to  be  a  lot  more  flexibility.  These 
deals  are  not  easy  to  put  together  in  our  kind  of  setting  and  we 
need  flexibility  as  well  regarding  subordination  of  loans.  If  every- 
body wants  first  position,  you  can't  put  the  deal  together  because 
you  very  frequently  have  to  put  two  and  three  sources  of  financing 
together  to  make  it  work. 

And  so  we  need  flexibility,  whether  it  is  an  opportunity  for  waiv- 
ers, whether  it  is  an  opportunity  just  that  the  wording  of  this 
would  allow  for  the  flexibility  to  make  the  deal  work.  We  des- 
perately need  that. 

We  also  have  the  suggestion  that  in  your  reauthorization  you 
allow  for  some  kind  of  a  separate  track,  a  parallel  track  for  CDCs 
with  innovative  projects  to  be  able  to  come  directly  to  DC  to  get 
a  kind  of  a  peer  review  as  opposed  to  the  traditional  review  process 
so  that  there  would  be  a  fair  look  at  the  kinds  of  opportunities  and 
creative  opportunities  that  aren't  the  sort  of  cookie-cutter  deals  for 
which  this  kind  of  assistance  is  most  important. 

And  finally,  in  terms  of  the  environmental  area,  which  we  are  be- 
coming all  too  painfully  familiar,  is  that  we  need  to  have  dollars 
included  in  those  deals  to  do  the  phase  one  environmental  reviews. 
Because  you  can  have  a  good  project,  you  can  have  your  site,  but 
no  bank  will  touch  you  unless  you  have  already  done  your  environ- 
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mental  review  and  that  may  make  a  difference  of  needing  to  go  to 
another  site. 

So  those  dollars  need  to  be  made  available  up  front  because  it 
is  the  maker  or  the  breaker  of  the  rest  of  the  deal.  And  that  needs 
to  be  fairly  accessible,  and  fairly  quickly  accessible,  to  make  it 
happen. 

Also,  looking  at  ways  to  creatively  partner  with  some  of  the  other 
departments  in  terms  of  abandoned  land  reuse  and  opportunities 
for  giving  extra  points  or  extra  credit  in  a  sense  for  synergism.  And 
that  I  mean  is  where  you  can  take  a  company  and  its  byproducts 
can  be  used  by  another  company  and  you  build  in  that  kind  of 
thinking  so  that  we  are  talking  aoout  how  do  we  reuse  the  things, 
how  do  we  build  in  the  credits  and  the  points  for  encouraging  that 
kind  of  creative  thinking. 

Thank  you. 

[The  prepared  statement  of  Ms.  Nelson  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you. 

Mr.  Montgomery. 

STATEMENT  OF  MICHAEL  MONTGOMERY,  DEPUTY  SEC- 
RETARY FOR  BUSINESS  DEVELOPMENT,  PENNSYLVANIA 
DEPARTMENT  OF  COMMERCE 

Mr.  Montgomery.  Chairman  Kanjorski,  Honorable  Members  of 
the  Congress  and  Subcommittee  on  Economic  Growth  and  Credit 
Formation,  I  am  pleased  to  testify  today  before  this  distinguished 
body.  My  name  is  Michael  Montgomery  and  I  serve  as  deputy  sec- 
retary of  commerce  for  the  Commonwealth  of  Pennsylvania.  On  be- 
half of  our  Governor,  Robert  P.  Casey,  and  our  Secretary  of  Com- 
merce, Andrew  T.  Greenberg,  I  am  happy  to  be  here  with  you  today 
to  share  our  longstanding  experiences  in  working  with  the  U.S. 
Economic  Development  Administration. 

I  am  also  here  on  behalf  of  the  National  Council  for  Urban  Eco- 
nomic Development  known  as  CUED.  CUED  is  a  nonprofit  organi- 
zation representing  1,200  economic  development  practitioners  from 
across  the  country.  I  am  a  longstanding  member  of  CUED's  board 
of  directors  and  am  happy  to  be  here  on  their  behalf,  as  well.  While 
I  am  speaking  specifically  about  my  experiences  in  Pennsylvania 
today,  we  will  oe  submitting  written  testimony  that  will  provide  ex- 
periences from  other  members  across  the  Nation  and  detailed  rec- 
ommendations on  how  we  believe  we  might  suggest  improvements 
in  EDA. 

I  will  mention  a  few  during  the  morning  testimony,  however.  In 
the  nearly  30  years  that  the  EDA  has  been  providing  Federal  sup- 
port for  State  and  local  economic  development  entities,  its  impact 
on  Pennsylvania  has  indeed  been  tremendous.  During  that  period, 
the  EDA  nas  provided  nearly  $600  million  in  funding  to  Pennsylva- 
nia. Nearly  half  of  this  funding  has  been  in  the  form  of  loan  guar- 
antees for  expanded  businesses.  Over  $65  million  has  been  loaned 
directly  to  businesses  in  Pennsylvania. 

Pennsylvania  was  recently  cited  by  Business  Week  magazine  in 
its  report  on  economic  development  programs  as  the  State  offering 
the  most  complete  package  of  economic  development  initiatives 
across  the  country.  Clearly,  the  Commonwealth  offers  the  type  of 
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fertile  economic  development  environment  in  which  EDA  funding 
has  in  the  past  and  will  continue  in  the  future  to  find  complemen- 
tary uses. 

Examples  include  our  internationally  respected  Ben  Franklin 
Partnership  Program  which  has  been  duplicated  by  many  States 
across  the  Nation;  Pennsylvania's  Industrial  Resource  Centers, 
which  provide  critical  technical  assistance  to  the  manufacturing 
sector  of  our  State's  economy;  and  our  statewide  network  of  area 
loan  organizations  and  multicounty  development  districts,  which 
are  sponsored  jointly  by  EDA  and  the  Appalachian  Regional 
Commission. 

The  most  exciting  news,  members  of  this  subcommittee,  with  re- 
spect to  our  discussion  today,  is  that  all  of  these  linkages  are  pre- 
cisely the  foundation  for  our  relationship  with  the  EDA.  Thus,  this 
agency's  dollars  enter  a  vast  multiplier  formula  in  Pennsylvania 
that  has  played  a  key  role  in  our  creation  of  nearly  one-quarter  of 
a  million  jobs  since  1987. 

Two  specific  examples,  Mr.  Chairman,  and  members  of  the  sub- 
committee, for  uses  of  EDA  funding  are  worthwhile  for  sharing 
with  the  subcommittee  today.  Indeed,  each  of  these  uses  reflects 
the  growing  need  to  position  our  economy  for  decline  in  dependency 
upon  defense-related  production  and  for  improving  competitive  po- 
sitions for  all  of  our  industries. 

First  of  all,  our  Office  of  Technology  Development  was  successful 
in  attracting  a  quarter-of-a-million  dollar  grant  from  EDA.  Penn- 
sylvania has  added  $89,000  to  this  pool  of  dollars. 

Pennsylvania  was  selected  as  one  of  the  pilot  States  to  survey 
the  effects  of  funding  cutbacks  from  the  Department  of  Defense  on 
existing  manufacturers  in  the  Commonwealth. 

As  further  evidence  of  the  broad  network  of  frontline  economic 
development  implementation  sources  about  which  I  discussed  ear- 
lier, we  are  administering  this  project  throughout  our  eight  re- 
gional Industrial  Resource  Centers. 

The  result  of  each  assessment  will  then  help  the  company  to  de- 
velop a  well-defined  action  plan.  This  will  then  link  the  company 
with  the  State-supported  services  that  may  be  useful,  including 
loan  funds  needed  for  the  plan.  We  hope  that  the  EDA  will  con- 
tinue to  broaden  its  focus  on  recognition  of  the  role  of  technology 
and  the  importance  of  human  infrastructure  in  the  new  economy. 

The  second  example  of  our  use  of  EDA  as  a  partner  for  our  eco- 
nomic development  programs  is  our  recently  successful  competition 
for  an  EDA  Revolving  Loan  Fund.  The  EDA  grant  in  the  amount 
of  $2.5  million  is  matched  by  an  equal  amount  from  our  depart- 
ment's Capital  Loan  Fund. 

This  new  fund  will  then  provide  a  dedicated  base  of  loan  assist- 
ance to  help  the  defense-impacted  companies  carry  out  their  action 
plans. 

In  concert  with  the  two  EDA-funded  initiatives,  Mr.  Chairman 
and  members  of  the  subcommittee,  the  State  has  taken  action  to 
help  ensure  that  the  service  delivery  to  any  company  is  the  most 
effective  and  efficient  possible. 

Relying  on  a  network  of  regional  consortiums  of  economic  devel- 
opment service  providers,  practitioners  were  invited  to  design  a 
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strategy  for  an  improved  service  delivery  system  within  their  re- 
spective regions. 

The  net  result  of  the  application  of  these  State,  EDA,  and  other 
Federal  funds  will  be  to  help  industries  in  any  region  of  the  Com- 
monwealth, including  defense-impacted  industries  and  companies, 
to  improve  their  domestic  and  global  competitiveness.  While  these 
hearings  are  focused  on  the  utility  of  EDA  in  supporting  technology 
and  other  services  to  industry,  it  may  be  important  not  to  overlook 
the  utility  of  EDA's  traditional  public  works  programs  in  new  ways. 
Through  our  regional  opportunities  initiative,  the  Commonwealth 
has  directed  well  over  a  quarter-of-a-billion  dollars  in  the  past  5 
years  alone,  helping  to  revitalize  old  industrial  sites  in  our  urban 
and  rural  economic  centers,  especially  our  enterprise  zones.  EDA 
has  been  a  very  valuable  partner  in  these  projects  and  we  encour- 
age the  EDA  to  support  the  usage  of  some  of  its  funds  toward  the 
planning  and  cleanup  of  older  and  environmentally  troubled  indus- 
trial sites. 

To  conclude  my  testimony,  it  is  incumbent  on  me  to  focus  on  the 
way  that  we  see  as  the  most  important  strategy  for  change  needed 
to  redirect  the  uses  of  EDA's  resources  and  any  other  Federal  eco- 
nomic Community  Development  Program  monies.  This  is  the  reex- 
amination of  the  delineation  of  roles  in  the  Federal  Government.  In 
EDA  and  other  Federal  programs,  the  partnership  with  the  States 
is  incomplete.  In  Pennsylvania,  we  are  hard  at  work  defining  our 
role  with  our  sub-State  partners,  so,  as  David  Osborne,  coauthor  of 
Reinventing  Government  has  summarized,  we  do  less  "rowing"  and 
more  "steering". 

Specifically,  the  EDA  and  Congress  similarly  may  wish  to  con- 
sider focusing  more  of  the  following  wholesale  functions  on  their 
strategy:  One,  stating  clear  goals  and  objectives  and  the  measure- 
ments thereof;  two,  collecting  and  disseminating  "best  practice"  in- 
formation across  all  of  the  State  "Laboratories  of  Democracy"; 
three,  training  based  on  the  "best  practice"  information;  four,  pro- 
viding planning  and  organizational  support;  and  finally,  coordinat- 
ing efforts  across  other  Federal  departments  and  programs. 

Finally,  the  EDA  should  continue  to  address  the  urban/rural  im- 
balance in  its  funding.  We  at  CUED  believe  that  the  rural/urban 
allocation  of  EDA  funding  should  be  more  corresponding  to  the  pro- 
portion of  rural/urban  population  strategies  across  the  country. 
CUED  and  its  members  are  prepared  to  work  with  the  EDA  to  de- 
sign an  even  more  active  role  for  the  agency  in  urbanized  areas. 

As  we  look  to  the  future,  we  see  many  reasons  for  optimism. 
Much  has  been  learned  and  much  can  be  done  if  we  focus  on  look- 
ing at  the  different  roles  for  the  best  practices. 

It  is  important  to  note  that  our  optimism  for  this  effort  would  be 
difficult  to  achieve  without  our  strong  relationship  with  the  EDA. 
Therefore,  I  urge  their  continued  success  and  growth  through  both 
congressional  and  administrative  support  of  the  program. 

Mr.  Chairman,  members  of  the  subcommittee,  thank  you  for  al- 
lowing me  the  opportunity  to  comment. 

[The  prepared  statement  of  Mr.  Montgomery  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Mr.  Montgomery. 

Mr.  Codey. 
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STATEMENT  OF  RAYMOND  CODEY,  DIRECTOR  OF 
DEVELOPMENT,  NEW  COMMUNITY  CORP.,  NEWARK,  NJ 

Mr.  CoDEY.  Good  morning  and  happy  St.  Patrick's  Day. 

I  am  not  going  to  be  as  modest  as  Ron  Phillips  and  Mary  Nelson, 
because  I  think  it  is  important  to  establish  the  credibility  and  com- 
passion of  the  nonprofit  community  to  be  eligible  participants  and 
viable  partners  for  progress  with  EDA.  So  I  am  going  to  focus  a  lit- 
tle more  attention  on  the  nature  of  our  organization  to  try  to  estab- 
lish in  your  minds  the  fiscal  ability  and  the  impact  of  organizations 
such  as  New  Community  and  Betnel  New  Life  and  Coastal  Enter- 
prises has  on  their  community  and  the  residents  of  those  areas. 

New  Community  Corp.,  is  the  largest  nonprofit  community  devel- 
opment corporation  in  New  Jersey.  It  was  founded  in  1968  by  a 
dedicated  group  of  community  residents  fi^om  Newark's  central 
ward,  and  has  played  a  major  role  in  the  renaissance  and  revital- 
ization  of  Newark. 

Our  ambition  is  to  improve  the  quality  of  life  of  the  people  of 
Newark,  to  reflect  individual  dignity  and  personal  achievement, 
and  we  seek  to  fulfill  that  mission  by  providing  dignified,  afford- 
able housing,  a  safe,  secure  neighborhood,  quality  health  and  day 
care,  creative  educational  programs,  social  services,  and  neighbor- 
hood economic  opportunity. 

And  we  provide  those  services  to  the  community  through  a  coop- 
erative network  approach  which  includes  7  day  care  centers  serving 
600  youngsters,  2,500  units  of  low-income  housing  that  we  built 
and  own  and  manage,  an  apartment  house  for  102  homeless  fami- 
lies. We  have  a  federally  chartered  community  development  credit 
union  with  1,900  shareholder  members  with  $2  million  in  assets. 
That  is  a  shareholder  member  of  the  Federal  Home  Loan  Bank  of 
New  York.  It  is  the  first,  to  our  knowledge,  community  credit  union 
to  join  the  Federal  Home  Loan  Bank  System.  We  have  a  180-bed 
nursing  home,  a  family  violence  shelter,  two  employment  centers 
which,  on  an  annual  basis,  place  over  1,000  people  into  full-time 
employment  at  no  fee  to  either  the  client  or  to  the  employer. 

We  have  a  community  newspaper  with  a  circulation  of  42,000 
copies  per  printing.  We  have  an  alternative  school,  because  our 
school  system  is  not  working,  for  520  youngsters  in  kindergarten 
through  eighth  grade.  We  have  eight  for-profit  businesses,  and 
those  Dusinesses  include  the  first  supermarket  to  return  to  Newark 
since  the  1967  riots.  It  is  a — ^that  project  is  particularly  interesting 
in  the  sense  that  the  community  actually  owns  the  supermarket. 

We  are  the  landlord  of  the  entire  project,  but  we  actually  own 
two-thirds  of  the  joint  venture  that  operates  the  supermarket,  so 
the  funds  and  the  profit  of  that  supermarket  stay  and  are  lever- 
aged in  the  community.  We  have  two  restaurants,  a  Dunkin 
Donuts  franchise,  a  print  shop,  a  Mail  Boxes  Etc  franchise,  a  man- 
ufacturing facility  for  uniforms  and  fashion  institute,  a  health  spa, 
and  a  grocery  delivery  service. 

All  of  these  jobs  are  all  part  of  the  creation  of  over  1,239  jobs  in 
our  commimity.  And,  unfortunately,  they  have  all  been  accom- 
plished without  one  penny  of  EDA  support. 

New  Community  is  now  the  largest  nongovernmental  employer  of 
minorities  in  the  city  of  Newark.  In  1993  we  paid  the  city  of  New- 
ark in  taxes  over  $4.5  million  and  the  Federal  Government  $5.5 
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million  of  Federal  withholding  taxes.  Our  approach  has  always 
been  to  offer  the  less  advantaged  in  our  community  a  chance  to  lift 
themselves  out  of  their  poverty,  to  work  with  them  in  strengthen- 
ing the  neighborhoods,  and  to  act  with  them  in  challenging  bu- 
reaucracies. And  that  is  the  reason  we  are  here  today. 

We  need  to  challenge  the  EDA  bureaucracy  to  make  them  more 
user-friendly,  consumer-oriented,  financial  catalysts  to  rebuild 
America  and  put  people  back  to  work.  And  we  further  need  EDA 
to  recognize  the  community  development  corporations  and  the  non- 
profit network  as  a  viable  partner  in  that  process  of  putting  Amer- 
ica back  to  work. 

And  my  testimony,  which  I  will  be  submitting  under  separate 
cover,  will  go  into  more  detail,  but  I  have  six  recommendations  that 
I  would  ask  the  panel  to  consider. 

One  goes  to  the  heart  of,  I  think,  why  the  three  nonprofits  are 
here,  is  to  clarify  in  great  detail  and  specificity  and  statute  and  by 
administrative  regulation  that  community  development  corpora- 
tions and  other  nonprofit  organizations  like  revolving  loan  funds  or 
other  forms  of  intermediaries  are  eligible  applicants  to  apply  for 
and  to  receive  EDA's  assistance  on  specifically  special  economic  de- 
velopment and  adjustment  assistance  grants  that  may  be  used  to 
capitalize  revolving  loan  funds. 

The  regulations  may  say  that  now,  but  the  actual  reality  is  when 
we  walk  in,  in  our  case  we  walked  into  the  regional  office,  we  are 
not  perceived  as  a  viable  applicant.  And  that  needs  to  be  spelled 
out  in  your  regulations  of  the  reauthorization.  Not  that  we  are  a 
preferred  applicant,  just  that  we  have  a  level  playing  field  to  access 
funds,  to  leverage  resources,  to  rebuild  communities. 

Second  would  be  to  allow  the  EDA  Revolving  Loan  Fund  to  make 
equity  investments  in  small  private  businesses.  In  many  cases 
Mary  referenced,  you  need  to  hybrid  financing.  You  have  to  get 
multiple  lenders  enticed  to  come  on  board.  And  one  of  the  best 
ways  to  wait  for  them  to  kind  of  bite  into  a  project  is  by  showing 
there  is  a  commitment  by  another  lender,  in  particular  a  govern- 
ment lender  who  is  putting  their  full  faith  and  credit  up  behind  the 
project. 

Third,  would  be  to  lift  the  restriction  that  EDA  assistance  cannot 
exceed  20  percent  of  the  project  financing.  The  supermarket  project 
that  I  talked  about  earlier,  we  had  eight  different  funding  sources. 
And  it  gets  very  complicated  when  you  have  to  deal  with  the  subor- 
dination issues  and  the  restriction  issues  in  terms  of  participation. 

And  conventional  lenders  in  particular  get  nervous  when  a  gov- 
ernment funder  can  cap  their  exposure  and  the  conventional  lender 
on  the  other  side  of  the  equation  cannot.  And  in  most  cases  they 
are  the  permanent  lender,  so  they  feel  they  have  a  long-term  expo- 
sure, so  they  would  like  to  see  more  of  a  commitment  from  EDA 
to  the  project  and  to  the  community. 

Fourth  recommendation  would  be  similar  to  what  Mary  had  ref- 
erenced earlier.  We  would  like  to  see  a  decentralized  EDA  oper- 
ation in  the  sense  that  there  would  be  a  parallel  track  for  CDCs 
or  a  demonstration  program,  whatever  you  want  to  call  it,  that  the 
nonpublic  infrastructure- type  projects  could  be  sent  directly  to 
Washington  for  review  by  hopefully  a  panel  of  our  peers  and  not 
the  bureaucrats  who  are  sitting  currently  in  the  offices. 
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Fifth  would  be  to— which  addresses  the  subordination  issue,  that 
EDA  would  consider  either  waiving  or  retaining  some  flexibility  on 
a  case-by-case  basis  to  allow  them  either  to  take  a  second  mortgage 
position,  to  recognize  some  alternate  form  of  collateral,  or  to  not  al- 
ways maintain  that  they  have  to  have  a  first  mortgage  position. 
Because  when  you  have  conventional  lenders  and  you  have  mul- 
tiple funding  sources,  it  is  an  impossibility  to  get  them  to  defer,  es- 
pecially when  they  are  coming  in  with  more  capitalization  to  the 
project  and  to  ask  them  to  take  a  second  seat  to  someone  who  is 
capping  their  exposure  at  20  percent,  they  are  in  for  80  percent 
and  they  have  to  be  behind  in  terms  of  the  security  position  they 

ffet  on  a  project.  It  is  a  very  difficult  sell  to  entice  a  conventional 
ender. 

That  particular  problem  with  New  Community,  we  have  a  project 
now  where  we  are  trying  to  reintroduce  a  manufacturing  segment 
back  into  our  economy.  Newark  used  to  be  a  manufacturing  hub. 
Now  we  are  really  service-oriented  and  we  have  been  trying  to-  de- 
velop a  modular  manufacturing  facility  which  would  actually  man- 
ufacture housing  that  would  be  used  in  affordable  housing  projects. 

Right  now  we  currently — ^we  and  the  local  public  housing  author- 
ity purchase  out  of  State  at  factories  in  other  jurisdictions  these 
homes  that  are  built  with  nonunion  labor  and  are  transported  to 
New  Jersev  and  then  assembled  on  site.  What  we  would  like  to  do 
with  the  EDA's  help  is  to  establish  a  modular  factory  in  our  com- 
munity to  create  and  retain  the  jobs  there,  to  train  people  in  the 
construction  trade  under  field — rather  than  field  conditions — ^under 
factory  conditions  where  it  is  the  perfect  learning  environment. 

The  product  that  would  be  turned  out  would  create  more  jobs  in 
terms  of  the  construction  jobs  that  would  be  generated.  It  would 
produce  affordable  housing,  and  we  have  10,000  people  on  a  wait- 
ing list  for  New  Commimity  housing,  and  unfortunately  we  are  full 
up.  We  have  been  full  up  since  the  dav  we  opened  our  doors. 

The  third  piece,  it  would  lower  the  price  of  the  housing  that 
could  be  produced  because  instead  of  paying  to  ship  housing  units 
from  Maryland  and  other  locations,  we  buy  them  in  Florida,  wher- 
ever we  buy  them,  we  could  produce  them  locally  and  take  advan- 
tage of  the  savings  and  pass  that  on  to  the  consumer  so  we  do  more 
with  less. 

And  the  last  piece  would  be  to  authorize  EDA,  which  is  another 
point  that  Mary  made,  to  provide  funding  for  environmental  analy- 
sis of  a  property  and  also  for  the  remediation  that  may  be  nec- 
essary. In  urban  areas  in  particular,  we  experience  a  tremendous 
environmental  problem  where  over  the  years  the  byproducts  of  that 
failed  manufacturing  sector  have  been  allowed  to  remain  on  these 
fallow  sites. 

And,  unfortunately,  the  government  authorities  who  have  now 
acceded  to  ownership  of  those  properties  through  foreclosure  do  not 
have  the  resources  to  develop  them.  What  we  in  New  Community 
have  done,  we  have  established  a  program  in  concert  with  the  New 
Jersey  Institute  of  Technology  and  with  the  New  Jersey  Depart- 
ment of  Environmental  Protection  and  we  have  actually  estab- 
lished a  training  program  to  train  inner-city  residents  to  get  them 
certified  through  this  university  in  environmental  remediation  with 
the  end  result  being  that  we  nave  a  startup  business  that  would 
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basically  service  environmental  remediation  of  these  publicly 
owned  sites,  with  the  graduates  of  our  training  program. 

Our  big  problem,  though,  is  the  funding  source  to  entice  the  city 
to  make  their  portfolio  available  and  under  New  Jersey  law  there 
is  a  liability  on  the  property  owner  that  continues  even  if  they  get 
it  back,  the  property  back  through  foreclosure. 

So  they  are  really  not  pursuing  this  large  land  mass  within  their 
urban  borders.  Even  though  they  would  love  to  put  them  back  on 
the  tax  roles,  they  would  love  to  put  people  back  to  work,  they  just 
don't  have  the  resources.  This  could  be  a  win/win  in  the  sense  that 
properties  go  back  on  the  tax  roles,  generate  revenue,  people  come 
off  of  the  welfare  rolls  and  go  back  to  work,  and  the  economy  be- 
gins producing  again. 

We  need  an  EDA  that  is  receptive  to  that  type  of  approach,  that 
has  an  open  door  to  entertain  proposals  so  we  don't  have  to  have 
a  Ron  Phillips  come  down  to  a  congressional  hearing  and  have  to 
submit  a  proposal  that  has  a  lot  of  merit  to  get  a  hearing.  And  that 
is  a  sad  state  of  affairs.  We  hope  the  subcommittee  would  kind  of 
take  our  comments  seriously  and  bring  them  home  to  EDA  to  be 
a  little  more  flexible. 

Thank  you. 

[The  prepared  statement  of  Mr.  Raymond  Codey  can  be  found  in 
the  appendix.] 

Chairman  Kanjorski.  Thank  you,  Mr.  Codey. 

Mr.  Paciocco. 

STATEMENT  OF  ROBERT  PACIOCCO,  EXECUTIVE  DIRECTOR, 
MID-EAST  COMMISSION,  WASfflNGTON,  NC 

Mr.  Paciocco.  Mr.  Chairman,  gentleman  of  the  subcommittee.  I 
am  Bob  Paciocco.  I  am  both  the  executive  director  of  the  Mid-East 
Commission,  which  is  a  rural  council  of  governments  in  eastern 
North  Carolina,  and  I  am  also  the  immediate  past  president  of  the 
National  Association  of  Development  Organizations,  representing 
approximately  300  such  organizations  across  the  country,  most  of 
which  are  economic  development  districts,  as  well. 

In  my  role  as  executive  director,  I  serve  a  five-county  very  rural 
area,  total  population  of  about  200,000  people,  with  40  municipali- 
ties, the  largest  of  which  is  a  city  of  55,000,  all  the  others  being 
mostly  under  700  and  800  in  population.  We  deal  with  the  poor, 
with  the  very  distressed  areas  of  North  Carolina,  and  we  do  that 
at  the  multijurisdictional  and  multifunctional  level. 

We  do  have  a  few  economic  development  districts  or  regional 
coimcils  around  the  country  that  focus  only  on  economic  develop- 
ment, but  most  of  us  are  multifunctional.  Let  me  give  you  an 
example. 

In  my  organization,  I  have  eight  departments;  the  Department  of 
Aging;  Community  Development;  Economic  Development;  Job 
Training  Partnership  Act;  Emergency  Medical  Services;  Land  Use 
Planning;  Criminal  Justice;  and  Senior  Employment.  The  beauty  of 
this  diversity  is  that  we  have  funding  in  house  whereby  we  can 
serve  our  businesses  and  our  citizens  in  a  cooperative  venture  by 
interplaying  several  of  these  departments  together  to  focus  on 
things  like  work  force  preparedness,  poverty,  and  housing. 
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I  think  this  is  a  very  strong  point  in  regional  councils  and  the 
whole  philosophy  of  regionalism.  I  think  other  strengths  have  to  do 
with  our  being  created  and  controlled  by  local  governments.  The 
State  allows  us  to  exist  by  statute  authority,  but  it  is  the  local  gov- 
ernments that  creates  us  and  controls  us. 

We  are  also  very  accountable  to  both  Federal  and  State  agencies 
who  fund  us.  And  the  majority  of  our  funding  does  come  from  the 
Federal  Government.  About  85  percent  of  our  funding,  $6  million, 
comes  from  Federal  (government  programs. 

We  serve  businesses  by  assisting  with  strategic  planning,  the 
provision  of  funding  for  all  of  our  programs,  providing  loans  and 
technical  assistance  for  small  business.  Most  of  our  programs  are 
job  related;  that  is,  we  require  either  job  retention,  job  expansion, 
or  the  creation  of  new  jobs. 

In  our  organization,  we  now  have  access  to  five  different  loan 
programs.  We  are  a  Revolving  Loan  Fund  through  EDA.  We  also 
are  a  Certified  Development  Corporation  with  SBA.  We  package 
and  provide  financial  assistance  for  the  7(a)  Program  through  SBA. 
We  also  work  in  conjunction  with  the  North  Carolina  Rural  Eco- 
nomic Development  Center,  wherein  we  have  the  largest 
microenterprise  loan  fund  in  the  State  and  we  have  access  to  the 
Durham  Self-Help  Credit  Union  for  other  sources  of  lending. 

We  also  work  closely  with  our  JTPA  Program,  as  I  said,  on  work 
force  preparedness.  I  am  concerned  and  appreciate  the  opportunity 
to  speak  to  you  on  just  a  couple  quick  matters  directly  related  to 
EDA,  of  all  of  our  other  departments. 

Reauthorization.  Gentlemen,  I  would  strongly  encourage  that 
this  bill  would  seek  a  5-year  reauthorization,  which  would  finally 
give  us  credibility  and  would  certainly  free  time  for  our  primary 
function,  and  not  to  always  come  up  every  year  to  be  bringing  forth 
arguments  for  why  we  ought  to  be  funded  again  next  year.  I  think 
we  are  all  well  aware  at  this  table  that  for  the  past  13  years  EDA 
has  existed  by  the  grace  of  God  and  Congress. 

And  I  hope  I  put  those  in  the  right  order.  But  quite  seriously, 
we  all  are  aware  that  we  have  been,  if  you  will  pardon  the  expres- 
sion, and  I  have  two  red-headed  children,  we  have  been  red-headed 
stepchildren.  And  at  this  point,  we  have  been  fighting  for  our 
existence. 

The  funding  has  been  decreased  and  decreased  and  in  the  27 
years  of  our  organization,  we  are  not  being  funded  now  at  any 
greater  level  than  we  were  27  years  ago.  And  yet  we  have  brought 
over  a  half-a-billion  dollars'  worth  of  economic  development  projects 
into  our  very  small  rural  area. 

This  has  been  critical  for  the  improvement  of  infrastructure  or 
even  the  beginning  of  infrastructure.  I  think  in  the  area  of  the 
public's  work  grant,  this  certainly  is  a  great  concern  among  the  re- 
cently surveyed  local  governments  that  we  have  conducted. 

Most  all  municipalities  in  America  have  a  population  of  less  than 
1,000  people,  and  yet  most  of  them  are  hurting  for  infrastructure. 
Their  only  viable  source  for  this  funding  has  been  EDA  in  the  pub- 
lic works  grant. 

This  money  continues  to  be  cut  and  I  think  it  is  severely  under- 
funded right  now. 
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Last,  when  it  comes  to  economic  development  districts,  I  cer- 
tainly strongly  encourage  this  concept,  not  because  it  is  my  job, 
because  I  will  be  retiring  just  as  soon  as  I  can,  but  because  the 
concept  has  not  only  been  long-time  proven,  but  it  has  been  a  very 
successful  strategy  for  a  comprehensive  economic  development 
strategy,  in  spite  of  these  13  years  of  impediments. 

I  have  been  privileged  to  serve  as  executive  director  of  the  Mid- 
East  10  years  next  week — we  have  grown  from  a  $1  million  budget 
to  a  $16  million  budget,  from  a  staff  of  10  to  a  staff  of  43,  and  we 
have  brought  all  this  money  into  the  local  government  and  to  our 
people,  our  local  citizens,  because  of  our  own  creativity. 

We  do  need  assistance.  We  are  still  being  funded  at  the  same 
level  as  we  were  25  years  ago  ($55,000),  and  we  do  need  assistance. 

Last,  I  would  touch  on  the  area  of  eligibility  and  hope  that  with 
three  of  my  counterparts  here  I  will  get  out  of  here  alive.  I  am  con- 
cerned about  the  area  of  eligibility  for  CDCs,  from  a  couple  of 
perspectives. 

Number  one,  there  is  just  not  a  very  big  pie  to  go  around  as  it 
is.  If  we  are  going  to  open  the  doors  of  the  EDA,  then  we  are  going 
to  need  a  rather  large  injection  of  funding  to  make  this  possible, 
because  we  get  very  little  funding  as  it  is  now. 

We  prefer  the  strategy  that  is  now  being  used  in  our  commu- 
nities and  that  is  partnershipping  with  agencies  such  as  other 
CDCs  and  other  nonprofits,  as  we  do  finally.  They  are  on  our 
boards,  we  are  on  some  of  their  boards,  and  we  work  in  conjunction 
with  each  other. 

Second,  I  would  say  if  we  are  going  to  open  the  door  of  eligibility, 
then  we  need  to  be  fair  about  it  and  open  it  across  the  board.  This 
would  mean  community  services  block  grants;  this  would  mean 
CDFI,  none  of  which  we  are  now  eligible  for.  And  this  is  something 
we  have  been  fighting  for  and  it  appears  at  this  point  to  be  a  lost 
cause. 

So  I  think  we  need  to  have  equitability  if  we  are  going  to  have 
an  open  door  policy.  And  that  needs  to  be  across  governmental 
lines,  regardless  of  what  organization  it  is.  I  would  strive  for  that. 
That  would  be  fine.  That  would  really  level  the  playing  field.  And 
at  this  point  it  is  not  level  and  I  certainly  agree  with  my  fellow 
participants. 

As  far  as  NADO  is  concerned,  let  me  make  one  final  statement 
that  shows  the  partnershipping  act.  I  want  to  call  your  attention 
to  a  recently  announced  partnership  project  of  the  National  Asso- 
ciation of  Development  Organizations.  It  is  funded  by  the  Ford 
Foundation.  This  project  is  going  to  fund  six  local  partnerships  be- 
tween governmental  and  nongovernmental  organizations  to  dem- 
onstrate ways  to  work  together  in  meeting  local  community  devel- 
opment needs. 

The  goals  are  to  build  bridges  between  these  two  sectors,  and 
recognizing  past  differences.  Yet  in  reality,  we  all  share  the  same 
goal;  serve  people,  kill  poverty,  create  jobs.  And  so  with  this  dem- 
onstration we  hope  to  be  able  to  prove  that  this  can  be  a  viable 
strategy. 

And  I  thank  you,  gentlemen,  for  the  opportunity  to  testify  before 
you  today. 
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[The  prepared  statement  of  Mr.  Paciocco  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much.  I  see  Mr.  Klink  is 
heading  over  to  vote.  I  am  going  to  recess  the  subcommittee  for  just 
about  5  minutes  so  I  can  go  over  and  record  my  presence.  Fifteen? 
I  am  going  to  have  to  recess  for  15  minutes,  so  take  a  break. 

[Recess.] 

Chairman  Kanjorski.  I  guess  we  might  as  well  get  back  on  the 
record. 

I  see  there  is  good  spirited  discussion  here,  so  let  us  catch  it  on 
the  record. 

We  had  some  interesting  suggestions  at  the  last  hearing  and  I 
just  want  to  throw  those  out  before  we  get  into  more  conscientious 
issues,  and  that  is  the  need  for  the  "best  practices"  institute,  if  you 
will:  An  assemblage  of  data  that  would  take  experiences  from  all 
over  the  country,  the  various  entities  that  have  had  success,  and 
put  them  in  a  repository  where  they  could  be  drawn  from.  That 
way,  we  do  not  have  to  spend  money  to  reinvent  the  wheel,  as  we 
so  often  do. 

It  never  ceases  to  amaze  me,  in  all  the  years  I  have  spent  in  eco- 
nomic development,  both  out  of  Congress  and  now  in  Congress,  I 
constantly  hear  new  great  experiments  that  you  all  undertake.  You 
have  tremendous  success,  sometimes  solving  problems  that  I  am 
still  discovering.  I  imderstand  now  they  are  out  there.  So  one  of  the 
things  we  agreed  on,  is  that  we  ought  to  take  the  time  in  the  reau- 
thorization to  establish  an  institute  or  something  that  could  draw 
on  experiences  on  the  State  and  local  level.  The  successes  that  we 
have  had  should  be  cross-referenced  so  that  they  can  be  made 
available  to  communities  that  are  having  the  same  problems. 

I  am  particularly  interested  in  your  experience  with  the  national 
laboratories  as  they  relate  to  small  businesses  and  urban  settings. 
Pennsylvania  is  unique  in  not  having  the  pleasure  of  many  re- 
search institutes,  and  as  a  result  we  very  often  do  not  take  advan- 
tage of  the  new  technologies  that  are  spread  around  the  country. 
I  guess  we  might  as  well  get  to  the  award  of  the  EDDs  and  the 
limited  pot.  And  let  me  be  fair,  I  am  more  persuaded  than  ever 
that  the  cream  shall  rise  to  the  top  and  that  we  probably  should 
help  those  people  who  seek  funding  and  have  the  best  proposals. 

But  I  certainly  want  to  hear  the  arguments  pro  and  con.  I  would 
hope  that  the  record  will  reflect  that  some  of  the  officials  at  EDA, 
if  they  decide  to  do  this  by  regulation  as  opposed  to  having  it  statu- 
torily imposed  on  them,  that  they  will  hear  what  the  various  argu- 
ments against  that.  Before  we  get  into  that,  I  am  very  familiar 
with  the  EDDs. 

Do  you  not  think,  though,  Mr.  Paciocco,  that  maybe  they  have 
outlived  their  vitality?  They  seem  to  remain  rather  stagnant  and 
bureaucratic  in  their  nature.  Since  everything  else  has  changed  in 
the  last  25  years,  it  surprises  me  that  those  organizations  have  not 
significantly  changed,  in  their  funding  or  their  limitations.  I  mean, 
we  are  finding  today  in  reexamining  the  EDA,  that  the  EDA  that 
we  want  to  reauthorize  is  not  the  EDA  that  was  created. 

If  that  is  all  we  do,  I  do  not  think  we  are  going  to  be  doing  very 
much. 

Why  do  you  think  the  EDDs  should  not  be  reconstituted? 
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Mr.  Paciocco.  Well,  Mr.  Chairman,  I  think  I  made  two 
comments. 

Number  one,  I  wish  my  mayors  were  here  to  answer  that  ques- 
tion for  you  as  far  as  they  have  outlived  their  usefulness.  Rural 
areas  absolutely  rely  on  them  for  funding  and  for  strategic  plan- 
ning £ind  for  guidance  through  our  OEDP  process  and  our  growth 
center  concepts.  That  is  very  much  a  hot  button  for  them. 

And  I  believe  they  would  answer  that,  no,  they  haven't  outlived 
their  usefulness. 

By  the  same  token,  my  EDD  today  is  not  the  EDD  it  was  27 
years  ago  either.  Because  of  the  funding  and  because  of  the  at- 
tempt to  put  us  out  of  business  for  so  many  years,  we  have  had 
to  be  very  creative  and  innovative,  so  that  is  why  in  many  of  your 
regional  councils  your  EDDs  are  now  doing  things  they  never  did 
15  years  ago;  that  is,  training  sessions,  microenterprise  loan  funds, 
and  various  other  types  of  innovative  financing  mechanisms, 
copartnering  with  the  small  business  centers,  so  that  we  can  better 
address  the  needs  for  industrial  recruitment  in  the  area. 

In  our  area,  we  do  not  do  industrial  recruitment,  per  se.  The 
county  industrial  developers  or  economic  developers  do.  They  work 
in  conjunction  with  us  and  with  the  small  business  centers. 

Chairman  Kanjorski.  How  many  counties  do  you  have  in  your 
council? 

Mr.  Paciocco.  Five  counties,  sir. 

Chairman  Kanjorski.  And  do  you  think  if  you  restructured  that, 
they  could  not  draw  the  expertise  that  you  are  providing  for  them 
out  of  some  other  entity  or  center? 

What  if  we  funded  the  State,  as  Mr.  Montgomery  said,  let  them 
be  the  technical  assistance  people  of  the  highest  caliber,  and  then 
allowed  the  counties  to  draw  on  the  State  if  they  need  something? 
I  mean,  in  my  experience,  I  should  not  go  on  the  record  and  say 
this,  but  my  experience  is  that,  to  a  large  extent  these  organiza- 
tions have  become  super  "grants  men". 

They  really  know  how  to  go  out  and  get  grants  to  fund  studies 
that  never  get  implemented.  And  they  spend  millions  of  dollars 
sometimes.  I  was  impressed  by  Mr.  Codey's  testimomy.  There  is  an 
example  of  jobs  created,  homes  built,  reconstitution  occurring.  And 
yet  he  is  denied  these  funds. 

Mr.  Paciocco.  I  am  a  little  fuzzy  about  what  you  mean  by  get- 
ting all  these  studies.  We  don't  get  money.  I  don't  get  any  money 
for  studies.  Every  5  years  I  have  to  do  an  overall  economic  develop- 
ment plan  for  EDA. 

Chairman  Kanjorski.  But  that  is — ^you  do  not  get  money  from 
EDA  for  studies,  but  you  mean  you  do  not  become  a  grants 
operation? 

Mr.  Paciocco.  Oh,  I  write  grants  for  local  governments  to  do 
zoning  ordinances  and  things  like  that. 

Chairman  Kanjorski.  Did  you  not  apply,  for  instance,  at  some 
time  in  the  past,  to  create  a  technology  corridor 

Mr.  Paciocco.  No. 

Chairman  Kanjorski,  Somewhere  in  your  area?  I  thought  every- 
one did,  that  is  why — it  seems  every  district  has  a  technology  cor- 
ridor. There  are  certain  buzz  words  out  there. 
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Mr,  Paciocco.  The  only  monies  that  we  are  applying  for  are  for 
infrastructure  funding,  public  works  funding,  and  loan  monies  for 
small 

Chairman  Kanjorski.  That  is  through  EDA,  but  you  apply  to 
other  entities. 

Mr.  Paciocco.  I  apply  to  other  entities,  to  CDBG. 

Chairman  Kanjorski.  You  apply  for  studies,  right?  Like  trans- 
portation studies? 

Mr.  Paciocco.  If  you  are  an  NPO,  you  would  do  that  through  the 
Department  of  Transportation.  Our  region  is  not,  and  the  only 
studies  we  do  other  than  ordinances,  which  we  do  for  local  govern- 
ments, but  you  have  to  realize  in  rural  areas,  in  my  section  out  of 
40  municipalities  only  half  of  them  have  a  town  manager.  And  of 
the  others,  half  of  those  don't  even  have  a  full-time  town  clerk.  So 
we  fill  in  that  local  technical  assistance  need. 

Chairman  Kanjorski,  That  is  40,  40  commimities? 

Mr,  Paciocco.  Yes,  sir. 

Chairman  Kanjorski.  At  a  $10  million  budget,  you  can  give  each 
commimity  $250,000  to  hire  a  manager? 

Mr.  Paciocco.  At  a  $10  million? 

Chairman  Kanjorski.  I  thought  that  is  what  you  said  your 
budget  is. 

Mr.  Paciocco.  My  budget  is  $6  million,  and  half  of  that  is  JTPA 
funding  to  do  training  for  the  unemployed. 

Chairman  Kanjorski.  So  $3  million  would  be  your 

Mr.  Paciocco.  Yes,  sir. 

Chairman  Kanjorski.  So  $3  million,  40  communities,  you  would 
have  about  $80,000  a  community  to  have  a  manager  and  some  as- 
sistance. I  am  just  saying — I  am  not  picking  on  you.  I  am  looking 
at  Pennsylvania  and  I  know  our  experience  there. 

Maybe  I  should  call  Mr.  Montgomery.  What  do  you  think  of 
EDDs  in  Pennsylvania?  I  am  going  to  put  you  on  the  spot  since  I 
already  cast  my 

Mr.  Montgomery.  I  think  you  raise  an  interesting  and  impor- 
tant point  in  that  studies  in  and  of  themselves  mean  very  little  un- 
less they  are  implemented.  And  in  Pennsylvania,  when  we  are 
working  with  EDDs  or  any  local  or  consortia-type  of  organization, 
we  want  to  see  something  implemented  from  a  study.  And  we  urge 
that  that  be  the  low  part  of  the  discussion,  look  for  the  "best  prac- 
tices" out  of  studies  and  complement  those  with  other  areas,  and 
then  work  to  complement,  as  I  indicated  in  part  during  my  testi- 
mony, some  of  our  funds  with  Federal  funds  with  perhaps  local 
funds  and  let's  see  some  action  coming  out  of  it. 

Obviously,  in  any  kind  of  government  administration  type  of  or- 
ganization, we  are  looking  to  create  jobs  and  actually  see  us  mov- 
ing the  ball  down  field  so  that  we  can  use  that  as  an  example  to 
go  on  to  something  else.  I  think  you  are  raising  a  very  wise  point. 

Chairman  Kanjorski.  Now,  do  you  want  to  answer  my  question, 
though:  What  do  you  think  of  the  EDDs  in  Pennsylvania  or  am  I 
too  much  putting  you  on  the  spot? 

Mr.  Montgomery.  No,  it  is  not  too  much  on  the  spot.  I  think 
that  some  have  certainly  worked  better  than  others.  I  tend  to  agree 
that  the  CDCs  at  the  local  level,  as  well  as  some  EDDs,  can  benefit 
by  looking  at  "best  practices"  and  making  improvements  to  maxi- 
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mize  their  effectiveness,  as  opposed  to  me  saying  that  a  flat  out  re- 
moval or  increase  in  their  productivity  is  the  way  to  go. 

Chairman  Kanjorski.  Mr.  Codey,  do  you  want  to  get  into  this  at 
all,  tell  us  what  your  thoughts  are? 

Mr.  CoDEY.  Well,  sure.  What  we  find  hard  to  reconcile  is,  for  ex- 
ample, the  Pathmark  Supermarket  project  I  talked  about.  The 
linchpin  in  terms  of  the  financing  was  provided  by  the  State  Eco- 
nomic Development  Authority  of  the  State  of  New  Jersey.  And  if 
presumably  the  Federal  Government,  EDA,  should  have  similar 
missions  and  goals  and  objectives  as  the  State  EDAs  around,  what 
we  find  hard  to  understand  is  why  the  State  level  of  economic  de- 
velopment authority  would  play  a  catalyst  role  to  make  possible  a 
supermarket  for  the  first  time  in  25  years  in  the  city  of  Newark. 

And  the  store  has  been  an  incredible  success.  We  have  50,000 
customers  a  week,  created  250  full-time  jobs  for  families,  reduced 
the  cost  of  buying  food  to  families  that  were  paying  disproportion- 
ately higher  for  food  because  they  couldn't  take  advantage  of  vol- 
ume buying  and  discounts  and  they  had  to  take  public  transpor- 
tation to  a  supermarket  out  of  the  county,  not  just  in  another  com- 
munity, had  to  go  to  another  county  to  buy  food  for  25  years. 

If  the  State  EDA  can  play  that  role,  why  can't  the  Federal  EDA 
play  that  role  and  why  can't  we  be  eligible  applicants  for  those 
funds? 

Mr.  Paciocco.  May  I  ask  Mr.  Codey  a  question  on  that  particu- 
lar project,  Mr.  Chairman? 

Did  you  check  with  any  of  the  economic  development  districts  to 
partnership  with  them  and  have  them  submit  a  grant  for  that?  I 
mean,  we  do  this  all  the  time  in  partnership  so  that  we  bring  sev- 
eral pots  of  money  to  bear.  And  where  I  don't  have  access  to  one 
pot  of  money,  another  agency  does,  and  vice  versa.  And  then  we 
work  together  on  it. 

Mr.  CoDEY.  Well,  we  do  have  a  partner.  I  mean  our  partner  in 
that  case  is  we  partnered  with  the  corporate  community,  with  Su- 
permarket General  Corp.,  which  is  the  parent.  We  put  up  two- 
thirds  of  the  funds  to  build  the  project  and  assembled  the  project 
financing;  they  put  up  one-third,  and  they  are  a  contract  manager. 
And  what  we  did  is  we  used  the  State  EDA  money  to  leverage 
other  private  investors. 

We  ended  up  with  Prudential  Insurance  Co.,  with  a  $7.2  million 
permanent  mortgage.  We  have  a  UDAG  in  there.  It  was  the  last 
UDAG  that  came  out  of  the  pipeline  before  the  UDAG  folded  up 
shop.  There  is  community  development  block  grant  money  in  there. 
There  is  New  Community  equity  which  came  from  low-income 
housing  tax  credits  that  we  sold  when  we  syndicated  some  of  our 
low-income  housing.  So  the  State  played  a  role  of  being  a  catalyst 
for — ^they  put  in  $1,200,000  and  generated  $13  million  of  private  in- 
vestment. That  is  the  role  the  Federal  EDA  should  be  doing,  is 
being  a  leveraging  force  with  their  resources.  Right  now  we  can't 
access  that. 

Chairman  KanjqRSKI.  I  am  going  to  have  a  meeting  with  Sec- 
retary Reich  later  on  today.  We  are  talking  about  programs.  You 
may  not  be  aware,  we  have  124  retraining  programs  in  the  Federal 
Grovemment. 
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I  still  have  not  caught  a  count  on  how  many  economic  develop- 
ment programs  we  have,  but  we  probably  are  close  to  that.  Do  you 
think  we  just  overly  programmed  this  thing  so  that  it  has  created 
a  whole  industry  of  "grants  men,"  of  writers?  I  mean,  you  know, 
I  do  not  think  tne  dollars  necessarily  get  out  in  the  field.  And  the 
one  thing  that  disturbs  me  is  where  the  funds  go;  they  seem  to  go 
to  the  best  writers  and  the  best  preparers  as  opposed  to  the  best 
ideas. 

And  certainly  not  to  the  most  original  ideas;  God  forbid  that  we 
should  fund  original  ideas.  Somebody  gets  an  idea,  they  put  an  ap- 
plication in,  it  is  well  received,  and  that  thing  gets  duplicated  a 
hundred  times  across  the  country.  And  not  always  very  well. 

Ms.  Nelson.  One  of  the  problems  with  all  of  these  little  ones  is 
they  are  also  categorical.  I  mean  you  will  look  for  a  yellow  striped 
elephant  or  something  like  that  to  fit  the  little  things.  And  the 
deals  that  we  do,  none  of  them  are  cookie  cutter.  You've  got  to  have 
some  flexibility,  you  need  some  waivers  of  all  this  categorical 
business. 

What  is  it  going  to  take  to  create  these  jobs  and  these  small  busi- 
nesses in  distressed  areas,  whether  it  is  rural  or  urban,  and  you 
need  flexibility.  So  somehow  or  other  we  need  to  blend  in  some  of 
these  things  with  some  set-asides  that  would  allow  for  the  creative, 
nontraditional  kinds  of  approaches  and  blending  a  variety  of  kinds 
of  pieces,  whether  it  is  labor  and  EDA  working  together  on  some 
stuiff,  whether  it  is,  you  know,  those  interagency  kinds  of  things, 
as  well. 

Chairman  Kanjorski.  Well,  do  you  feel  your  two  agencies,  both 
you  and  Mr.  Phillips,  do  you  think  you  would  do  a  better  job  or 
equal  job  to  EDDs,  if  you  were  funded? 

Mr.  Phillips.  I  don't  think — I  mean  my  experience  is  for  Mgiine, 
and  we  have,  I  think,  four  EDDs.  And  we  all  need  each  other  in 
a  way.  There  are  limited  resources  and  I  think,  by  and  large,  we 
all  do  a  pretty  good  job.  I  would  never  want  to  say  that  there  are 
those  issues. 

Now,  with  the  Microloan  Program,  for  example,  we  are  part  of 
a  national  movement  in  that  program  for  the  SBA.  And  lobbied  for 
the  legislation  and  opened  up  that  resource,  and  two  EDA  districts 
in  Maine  now  have  been  able  to  access  those  funds.  So  we 

Chairman  Kanjorski.  Let  me  ask  you  about  the  Microloan  Pro- 

fram,  too.  I  am  familiar  with  them  in  Pennsylvania.  Some  have 
100,000,  some  have  $500,000.  The  cost  of  administering  those  loan 
programs  has  to  outstrip  the  value.  And  so  many  people  make  ap- 
plications and  waste  money  to  get  turned  down. 

Is  that  really  the  way  we  should  go  or  should  we  put  a  premium 
on  the  accepted  method  of  financing?  Maybe  we  should  use  credit 
unions  or  other  things,  existing  institutions  already  out  there.  I 
know  of  two  or  three  applications  that  got  turned  down  recently 
and  they  spent  maybe  $5,000  or  $10,000  making  an  application  for 
a  grant  of  $50,000.  It  just  seems  to  me  a  stupid  waste  of  time. 

Mr.  Phillips.  Well,  there  is  a  continuum  of  need  for  capital. 
There  are  small,  very  small  businesses  that  need  small  amounts  of 
money.  Technical  assistance  just  to  a  small  borrower  can  often  lead 
to  conventional  financing  from  a  bank.  So  investment  in  technical 
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assistance  programs  is  a  very  promising  way  to  act  as  well.  The 
SBA  provides  both  technical  assistance  and  capital. 

My  point  is  that  with  the  EDA  districts,  they  have  been 
accessing  other  funds,  other  programs,  in  order  to  bring  some  of 
those  resources  to  their  regions,  irrespective  of  their  merit,  let's  say 
for  now,  to  these  communities.  I  thinlc  our  issue  with  the  economic 
conversion  problem  in  Maine,  for  example,  is  that  CEI  is  actually 
functioning  in  a  part  of  the  State  where  there  is  no  EDA  district, 
and  yet  we  can't  get  a  strategic  relationship  with  the  State  or  with 
Philadelphia,  around  our  potential  to  deal  with  the  dislocation  that 
is  coming. 

So  why  is  that,  where  is  the  bias  or  attitude  within  the  EDA  that 
does  not  want  to  deal  with  an  NGO?  At  the  same  time,  many  of 
the  development  districts  out  there  are  accessing  some  of  the  funds 
that,  in  fact,  we  use.  I  am  not  judging  the  merit  of  those  programs, 
such  as  the  Microenterprise  Programs,  which  I  happen  to  think  are 
■vejy  good. 

The  Farmers  Home  Administration  has  been  making  long-term, 
very  low  interest  rate  loans  available  to  intermediaries  like  our- 
selves in  rural  communities.  EDA  districts  have  accessed  those 
funds.  So  the  Farmers  Home  is  available  to  EDA  districts;  the  SBA 
is  available  to  them.  We  are  also  an  SBA-504.  We  are  using  many 
of  the  same  Federal  resources. 

We  use  private  foundation  funds  as  well.  The  Ford  Foimdation 
is  a  major  backer  of  CEI,  for  example.  EDA  districts  have  generally 
not  been  able  to  access  those  resources.  But  the  NADO  partnership 
just  r£iised  where  the  Ford  Foundation  is  funding  a  demonstration 
to  create  more  partnerships  with  NGOs  suggests  how  widespread 
the  problem  is.  So  the  issue  for  us  just  to  complete  this  really  is 
to  open  the  EDA  up  so  that  we  can  all  work  together  truly  and  not 
think  we  all  have  our  private  little  pockets  of  funds. 

Mr.  Paciocco.  This  is  why  I  say  we  ought  to  open  all  of  it  up, 
all  the  Federal  agencies,  across  the  board. 

Chairman  Kanjorski.  Maybe  I  should  ask  the  question  in  an- 
other way. 

Do  you  think  we  ought  to  have  a  mechanism  built  in — I  heard 
someone  talk  about  peer  review,  because  Mr.  Montgomery  testified 
about  something  that  touches  my  heart  and  his,  the  famous  Ben 
Franklin  projects  in  Pennsylvania.  I  wish  you  were  here  on  Tues- 
day's testimony,  Mr.  Montgomery. 

Not  all  of  us  in  Pennsylvania  agree  that  that  is  a  great  accom- 
plishment. Matter  of  fact,  I  have  to  tell  you  that  it  is  my  opinion 
that  it  started  out  as  a  good  idea  but  has  eventually  been  captured 
by  the  academic  institutions  as  academic  welfare.  Most  people  that 
are  drawing  on  it  now  recognize  that  that  is  what  it  is.  It  is  a  con- 
tract to  feed  some  professor;  and  it  is  not  very  successful. 

Now — and  I  have  watched  it  from  its  inception  over  the  years — 
I  think  its  fatal  error  is  that  nobody  writes  an  honest  critique  of 
it. 

Ms.  Glasmeier.  You  cannot,  practically  speaking,  being  an  em- 
ployee in  a  State  institution,  I  think,  personally  take  a  risk  making 
a  critique.  There  have  been  small  scale  critiques,  but  they  are  very 
difficult  to  do.  It  is  important  to  mention  that  the  program  started 
out  as  a  very  good  idea,  with  very  good  intentions  and  goals  in 
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mind.  The  translation  of  such  intent  into  reahty,  in  Hght  of  fiscal 
scarcity,  often  alters  the  organization  itself. 

To  some  extent  what  they  (programs  like  Ben  Franklin)  end  up 
doing  is  not  necessarily  totally  the  program  designers  responsibil- 
ity. It  seems  to  me  that  the  dilemma  on  the  table  is  the  difference 
between  local  municipal  functions,  which  is  a  planning  function, 
which  sounds  like  the  EDDs  do  effectively,  versus  economic  devel- 
opment in  terms  of  job  creation.  In  the  past  we  had  programs  for 
infrastructure  development  with  the  expectation  that  these  invest- 
ments create  the  opportunity  for  job  creation.  The  job  creation  proc- 
ess, however,  as  being  discussed  by  the  people  from  the  CDCs,  is 
really  very  separate. 

In  my  work  in  rural  areas,  mathematically  we  have  many,  many 
municipalities,  many  more  than  we  can  actually  manage.  They  are 
so  dispersed  and  their  resources  are  so  scarce,  that  there  are  no 
economies  of  scale  whatsoever.  Until  that  level  of  organization  is 
resolved  and  further  regionalization  and  much  greater  sharing  of 
resources,  is  pursued  you  are  going  to  have  every  small  town  have 
a  local  planning  report,  and  some  infrastructure,  but  they  are 
never  going  to  achieve  scale,  so  they  are  not  going  to  be  able  to  suc- 
ceed in  their  goals. 

Chairman  Kanjorski.  Let  me  ask  you,  I  know  this  is  something 
close  to  Mr.  Montgomery's  heart.  Pennsylvania,  I  think,  has  1,600 
municipalities;  the  average  size  is  3,500  people,  and  I  think  they 
are  all  in  my  district.  Should  we  use  the  largesse  of  the  Federal 
Government  to  perhaps  encourage  at  least  functional  consolidation? 

Should  we  just  say,  look,  we  cannot  afford  to  give  you  technical 
assistance  that  has  been  broken  up;  you  cannot  compete  in  an 
economy  that  is  getting  more  complex,  unless  you  are  willing  to 
come  together  in  some  functional  form  that  makes  sense.  You  can 
do  whatever  you  want  on  your  own  but  you  are  not  going  do  it  with 
money  that  is  scarce,  unless  it  is  utilized  in  more  efficient  ways  by 
more  consolidated  organizations. 

Mr.  Paciocco.  Mr.  Chairman,  that  is  being  done  in  many  States, 
especially  through  the  Federal  initiative  on  the  rural  development 
councils  in  each  of  the  States.  That  is  being  addressed. 

In  North  Carolina,  I  came  yesterday  afternoon  from  the  meeting 
of  the  executive  committee  of  the  State  Rural  Development  Council. 
Our  Governor  has  named  an  Economic  Development  Board  and 
their  task  is  to  look  at  getting  all  the  players  at  the  table,  because 
as  you  so  rightly  said,  everybody  is  doing  economic  development.  I 
think  child  care  centers  have  economic  development  committees. 
But  everybody  is  into  economic  development. 

Chairman  Kanjorski.  The  new  buzz  word  is  "technology  trans- 
fer". 

Mr.  Paciocco.  That  is  going  to  be  the  new  one. 

Mr.  Montgomery.  Mr.  Chairman,  I  think  you  are  right  in  calling 
for  there  to  be  less  microcosmic  examinations  of  economic  develop- 
ment and  taking  that  to  the  next  step.  Perhaps  more  regionality 
associated  with  economic  development  with  the  various  small  enti- 
ties of  local  government  that  might  be  able  to  look  at  strategies  for 
their  region. 

Let  me  take  one  moment,  if  I  could,  to  dovetail  off  of  your 
thoughts   about  the   Ben   Franklin  partnership.   I   certainly  can't 
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leave  this  hearing  without  getting  a  chance  to  weigh  in  briefly  on 
that.  And  I  do  appreciate  your  point. 

We  in  Pennsylvania,  and  in  particular  in  the  Department  of 
Commerce,  recognize  that  every  good  project,  program,  Eind  initia- 
tive, needs  to  be  reexamined  on  a  periodic  basis  and  move  forward 
and  readjust.  We  think  that  the  Ben  Franklin  partnership  has 
been  one  of  those  very,  very  nice  programs  that  has  needed  to  be 
readjusted  from  time  to  time  and  we  have  been  being  looking  at 
that  carefully. 

Just  this  past  year  we  legislatively,  through  Governor  Casey  and 
the  legislative  arm  of  the  Pennsylvania  government,  looked  at  con- 
solidating the  Ben  Franklin  partnership  award  with  the  industrial 
resource  boards  into  something  we  call  the  Ben  Franklin  Industrial 
Resource  Partnership  so  that  there  can  be  synergy. 

Chairman  Kanjorski.  Nobody  lost  their  name  in  that  combina- 
tion. 

Mr.  Montgomery.  So  we  can  certainly  have  better  syner^ 
there.  And  we  do  want  to  look  at  there  not  being  a  stagnant  posi- 
tion of  academics  looking  only  at  the  academic  issues. 

Chairman  Kanjorski.  What  are  you  doing  to  test  the  $100,000 
grant  that  is  given  out  for  small  business  to  research,  whether  it 
ever  comes  to  anything  or  not? 

Mr.  Montgomery.  What  we  do  to  test  that  is,  was  there  job  cre- 
ation and  was  that  advanced  technology  concept  taken  to  market, 
and,  if  so,  was  there  a  return  on  that  investment?  That  is  the  com- 
mon formula. 

Chairman  Kanjorski.  I  mean,  you  know,  maybe  I  am  talking  to 
only  the  disenfranchised,  but  small  businessmen  are  calling  me  up 
ana  saying,  look,  the  only  reason  we  took  this  grant  is  it  looks 
great  on  our  resume.  Because  we  were  a  Ben  Franklin  winner, 
other  financial  sources  opened  up  to  us.  But  the  money  spent  and 
the  product  derived  from  the  grant,  useless.  So,  you  know,  it  is  all 
about  building  resumes;  kids  do  that  in  school. 

Mr.  Montgomery,  And  I  am  sorry  that  those  business  persons 
who  probablv  came  to  the  Ben  Franklin  Board  with  high  ideals 
might  have  felt  that  after  they  received  the  grant.  There  was  a  dis- 
cussion about  equity  earlier  in  this  morning's  testimony  and  the 
Ben  Franklin  strategy  of  a  royalty  investment  is  an  equity-type  of 
concept.  And  we  have  to  readjust  from  time  to  time  and  have  to 
see  whether  that  technology  is  moving  forward  to  something  that 
is  going  to  be  great. 

Chairman  Kanjorski.  How  do  you  ever  tie  the  program  into 
universities? 

Mr.  MOxH'GOMERY.  The  program  was  tied  into  universities  in  the 
four  separate  areas  of  Pennsylvania  because  there  was  the  need  to 
have  persons  at  the  academic  level  be  part  of  the  group  to  analyze 
the  potential  for  this  right  hand  concept  to  go  to  market  in  a  re- 
ality state. 

Chairman  Kanjorski.  Where  did  you  ever  get  the  idea  that  uni- 
versities were  marketers  or  business  people? 

Mr.  Montgomery.  We  got  the  idea  not  that  they  so  much  were 
marketers  or  business  people,  but  that  on  the  research  side  of  the 
academic's  life,  he  or  she  is  hopefully  able  to  look  at  whether  some- 
thing that  comes  from  the  theoretical  and  is  about  to  move  into  the 
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practical  has  some  merit  out  here  in  the  marketplace,  looked  like 
something  that  could  go  forward. 

Chairman  Kanjorski,  If  that  were  true,  the  criticism  we  heard 
earlier  in  the  testimony  would  have  been  about  the  marketing  of 
technology.  Obviously,  the  universities  have  received  so  much  of 
this  research  and  development  money,  they  do  not  have  the  fog- 
giest idea  of  what  marketing  and  commercialization  are. 

Mr.  Montgomery.  Well,  mat  is  where  persons  at  the  Ben  Frank- 
lin Technology  Centers  themselves  would  be  the  marketers.  But 
they  would  also  look  at  the  project  itself  and  ask  the  entrepreneur 
to  come  forth  with  a  business  plan  that  has  marketing  associated 
with  it  as  well. 

Ms.  Glasmeier,  Can  I  comment?  I  think  it  is  important  to  put 
this  in  historical  perspective. 

The  creation  of  programs  like  the  Ben  Franklin  partnership 
arose  during  a  period  of  U.S.  economic  history  in  which  the  only 
sector  growing  was  high  tech.  These  were  industries  that  we  knew 
very  little  about.  This  type  of  economic  development  looked  as  if  it 
were  emanating  from  universities.  People  wanted  to  harness  new 
job  opportunities  that  might  have  been  resident  in  universities. 

The  linkage  between  new  industries  and  universities  occurred  at 
a  point  in  time  when  we  actually  didn't  understand  as  well  as  we 
do  today  the  extent  to  which  universities  can  be  incubators,  the  ex- 
tent to  which  small  businesses  or  businesses  at  large  can  work 
with  universities,  and  whether  or  not  the  incentive  systems  used 
to  encourage  this  tj^e  of  development  work  in  the  opposite 
direction. 

Chairman  Kanjorski.  But  can  we  draw  a  conclusion?  What  is 
the  experiment,  has  it  been  successful?  Are  we  on  the  right  track 
or  the  wrong  track? 

Ms.  Glasmeier.  I  think  that  it  is  difficult  to  make  an  assessment 
about  whether  we  are  successful,  because  the  mission  for  these  or- 
ganizations has  continued  to  change  over  time.  And  the  indicators 
of  success  that  were  imposed  upon  them  to  prove  success  were 
probably  not  originally  very  good  indicators.  The  process  of  inno- 
vations creation  and  its  links  to  job  realization,  is  very  hard  to 
specify. 

But  if  you  are  living  on  a  two-  and  three-track  cycle  in  which  you 
have  got  to  have  some  output,  your  mission  becomes  perverted.  You 
don't  have  any  time  to  actually  live  through  the  life  of  that  process 
of  development.  I  have  actualry  been  a  critic  of  programs  like  this, 
particularly  as  they  relate  to  high  tech.  Nonetheless,  I  don't  think 
we  can  blame  with  hindsight  and  say,  these  programs  were  wrong 
to  begin  with. 

Chairman  KANJORSKI.  I  agree  with  you,  but  you  know  what  I 
found,  having  gone  through  a  series  of  technologies  and  univer- 
sities' relationships.  I  found  that  we  perverted  the  academic  com- 
munity. We  made  them  into  little  Donald  Trumps  that  have  discov- 
ered something  that  is  going  to  provide  for  retirement. 

And  the  interesting  thing  is  that  now  they  are  not  going  to  tell 
you  about  it.  They  are  going  to  form  a  consulting  organization  to 
sell  it  to  you  at  a  very  high  rate. 

Ms.  Nelson.  Let  me  just  say,  and  as  coming  from  an  entirely  dif- 
ferent point  of  view,  but  once  we  got  into  having  Argonne  Labora- 
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tory  with  us,  it  is  like  all  these  great  opportunities  are  just  coming 
out  of  the  woodwork,  in  terms  of  technology  transfer,  in  terms  of 
new  businesses  startups.  And  Argonne  has  the  technology  to  do 
automobile  shredder,  so  you  shred  automobiles,  take  the  plastic, 
take  the  metal  away,  but  take  the  plastic  out  of  it,  it  can  be  recy- 
cled. We  have  got  a  company  ready  to  do  that.  Appliance  remanu- 
facturing.  When  you  begin  to  look,  we  have  got  a  company  ready 
to  look  at  that.  We  have  got  a  guy,  we  have  got  people  who  come 
in  taking  the  sludge  out  of  recycled  paper,  putting  it  with  some 
lime;  and  you  take  an  old  John  Deere  machinery  and  you  come  up 
with  fuel  pellets  that  have  higher  Btu  than  coal,  for  instance.  And 
I  mean  the  most — asphalt  roof  recycling,  I  mean — once  you  are 
there 

Chairman  Kanjorski.  You  have  just  given  us  three  or  four  tech- 
nologies that  you  see  that  you  can  use  in  the  inner  city.  But  do  you 
realize  these  ideas  are  usable  1,000  times  over  in  1,000  commu- 
nities? 

Ms.  Nelson.  Yes. 

Chairman  Kanjorski.  And  all  the  money  you  are  going  to  spend 
or  Argonne  is  going  to  spend  to  do  the  one-on-one,  we  cannot  send 
it  over  to  Newark,  to  send  it  to  North  Carolina,  to  bring  it  to  Penn- 
sylvania. And  this  is  what  I  am  saying — I  do  not  want  to  call  it 
peer  review,  because  I  do  not  have  a  lot  of  respect  for  peer  review 
either,  but  we  have  to  find  some  way  to  cross-pollinate  ideas  and 
then  get  data  bases,  so  that  every  area  of  the  country  does  not 
have  to  reinvent  the  wheel. 

Ms.  Nelson.  Right.  But  before  we  can  do  that,  we  have  first  got 
to  make  successes  and  my  point  was  simply  that  having  the  syner- 
gism there  of  at  least  being,  you  know,  being  in  the  field  and  being 
a  practitioner,  now  we  are  getting  all  of  these  opportunities  coming 
to  us.  And  what  we  need  now  is  the  financing,  the  equity  invest- 
ment, those  kinds  of  opportunities  to  make  it  happen. 

Then  you  talk  about  the  transfer  so  that — and  we  have  already 
sat  down  and  met  with  them  in  Newark  and  we  have  been  to  De- 
troit, so  that  the  idea  is  that  we  would  share  what  we  were  learn- 
ing at  least  if  these  other  two  cities  where  we  have  similar  kinds 
of  situations. 

Chairman  Kanjorski.  What  would 

Ms.  Nelson.  But  you  got  to  do  the  things  first. 

Chairman  Kanjorski.  What  would  you  have  us  do  at  EDA  that 
would  allow  you  to  do  that? 

Ms.  Nelson.  Write  CDCs  into  your  legislation  so  that  we  could 
have  access  to  equity  financing.  And  I  like  your  notion  of  these,  you 
know,  be  able  to  share  the  information,  of  being  able  to  pool  it. 
That  is  one  of  the  nice  things.  I  am  Vice  Chair  of  tne  National  Con- 
gress of  Community  Economic  Development.  One  of  the  best  things 
that  happens  is  us  CDCs  across  the  country  get  together  and  we 
share  what  we  are  learning.  So  we  need  those  mechanisms  as  well, 
but  we  need  to  be  able  to  do  the  deals  first. 

Mr.  Paciocco.  We  have  three  data  bases  available  to  do  just 
what  you  are  saying,  Mr.  Chairman.  At  the  national  level,  USDA 
has  a  large  rural  data  base  that  is  available  to  any  of  us  by  phone 
and  they  have  all  kinds  of  success  stories.  Two  agencies,  one  is 
ours,  NADO,  chairs  every  year,  we  have  an  innovation  award  pro- 
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gram  where  we  give  innovative  awards  out  to  those  regions  that 
are  doing  innovative  things.  That  is  then  pubHcized  in  a  book,  it 
is  put  on  the  data  base.  We  have  been  doing  that  now  for  6  years. 
And  we  have  got  quite  a  compilation. 

I  think  also  other  organizations,  the  National  Association  of 
Towns  and  Townships,  does  the  same  thing  for  small  towns;  so  I 
know  some  of  those  are  available.  Now,  it  still  brings  you  back  to 
the  point,  how  do  we  get  that  information  to  other  agencies?  And 
I  agree,  that  would  be 

Chairman  Kanjorski.  Are  you  duplicating  a  good  public  rela- 
tions ploy  as  opposed  to  a  substantive  idea?  I  mean  I  am  aware  of 
a  lot  of  awards  that  are  given  out  for  thought  and  originality  and 
everything,  but  I  do  not  know  if  you  are  really  succeeding.  If  we 
are  getting  it  out  there,  we  do  not  need  EDA.  We  need  EDA  today 
because  we  are  in  dire  straits. 

I  wanted  to  call  your  attention  to  another  bill  that  I  am  going 
through  and  I  could  use  your  assistance  with,  the  administration's 
3550;  it  is  a  technology  transfer  bill.  I  want  to  tell  you  what  we 
are  trying  to  do  with  it,  because  it  solves  some  of  the  problems  we 
are  talking  about  here.  We  are  trying  to  take  the  $2  trillion  that 
we  spent  on  research  and  development  in  the  United  States  and  re- 
duce it  to  a  single  data  base,  so  that  all  the  technologies,  processes 
and  patents  owned  by  the  U.S.  Government  and  the  1,600  colleges 
and  universities  are  accessible,  cross-referenceable,  and  in  simple 
language  that  could  be  pulled  up  on  PCs  at  various  levels  of  depth. 

The  next  thing  we  want  to  do  is  join  forces  with  two  major 
groups;  Fortune  500  companies,  and  the  Japanese.  They  have  been 
terribly  successful  in  utilizing  a  similar  data  base.  The  testimony 
presented  to  this  subcommittee  has  indicated  that  over  the  last  4 
years,  we  have  had  successful  technology  transfers  314  times, 
which  represents  50  percent  of  the  technology  transfer  in  the  last 
4  years.  That  means  we  could  estimate  that  there  were  about  628 
licenses  between  the  Federal  Government,  laboratories,  univer- 
sities, and  private  businesses  over  4  years.  NTIS  raised  $36  m.illion 
in  4  years,  which  represents  90  percent  of  the  revenue.  That  means 
$40  million  total  was  taken  in  4  years,  $10  million  a  year,  on  an 
investment  of  $80  billion  a  year  in  research  and  development. 
Hardly  something  that  pays.  I  mean,  the  paper  scrap  recycling 
would  pay  us  more  than  the  revenue  derived  from  the  process. 

So  we  have  all  this  money  and  either  we  are  spending  it  on  origi- 
nal research  that  can  never  be  commercialized,  or  we  are  not  quite 
tapping  it  right.  We  have  looked  at  it  and  we  said,  well,  we  have 
the  data  base;  now  we  have  to  fmd  a  mechanism  to  make  it  avail- 
able to  everybody,  not  just  the  Japanese  and  the  Fortune  500.  We 
are  trying  to  create  a  national  technology  network  which  would  be 
similar  to  Discovery,  the  24-hour-a-day  network.  We  could  take 
2,000  to  6,000  of  these  technologies  and  make  them  available  to  en- 
trepreneurs, small  business,  medium-size  business. 

As  you  just  mentioned,  if  you  have  a  company  that  can  shred  and 
separate  cars,  it  can  be  redone  1,000  times.  There  is  no  reason  to 
spend  all  the  money  just  for  your  city.  Let  us  show  the  whole  coun- 
try, that  we  have  a  business  that  has  been  proven. 

Finally,  we  want  to  have  a  user-friendly  and  success-driven  sales 
force.  Government  is  not  a  good  seller,  it  has  no  incentive.  Matter 
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of  fact,  you  only  get  in  trouble  in  the  government,  so  the  best  thing 
is  to  never  do  anything,  just  perpetuate  yourself. 

We  want  to  have  a  marriage  between  private  enterprise  and  the 
government.  The  government  throws  in  the  ownership  of  the  pat- 
ents and  the  licenses;  private  industry  throws  in  the  capital  and 
profit  motive;  maybe  it  will  be  a  60/40  relationship.  The  funds  for 
commercialization  would  replenish  over  a  period.  The  corporation 
would  be  in  charge  of  doing  the  marketing  and  the  contracting. 

Finally,  I  think  something  we  have  heard  about  from  everyone, 
the  fourth  leg  of  our  program,  is  a  venture  capital  fund.  And  we 
are  looking  at  EDA  as  a  potential  handler  of  this  fund.  We  want 
to  put  together  about  a  $3  billion  fund  which,  leveraged  in  the  mar- 
ket would  create  about  $12  billion  that  businesses  could  use  to  get 
into  business  with  these  technologies.  That  would  allow  us  to  cre- 
ate 12,000  one-million-dollar  high-technology  small  businesses. 

We  think  that  would  create  about  20  jobs  per  business,  so  it  is 
potential  of  IVi  million  substantial  jobs.  Not  the  hamburger  flip- 
pers at  five  bucks  an  hour,  but  the  10-,  15-,  20-,  $30-an-hour  pro- 
fessionals. Even  in  this  administration,  there  are  a  lot  of  people 
that  feel  the  government  is  doing  a  great  job  in  getting  rid  of  its 
technology,  and  others  that  take  the  position  that  we  do  not  have 
a  problem  with  venture  capital. 

So  I  guess  I  would  like  to  ask  those  two  questions.  You  all  have 
opinions?  Is  government  at  this  level,  where  we  own  all  this  tech- 
nology, are  we  putting  it  in  the  street?  Do  you  all  know  about  it 
and  are  you  developing  it  or  have  you  chased  down 

Mr.  Phillips.  That  is  the  question  I  was  going  to  ask.  That 
sounds  like  an  excellent  bill.  I  think  it  is  framed  out  very  well.  The 
question  is  how  does  it  get  to  the  field,  how  do  the  resources  get 
to  the  field?  What  kind  of  extension  network  is  going  on  in  Maine, 
for  example?  And  we  have  limited  resources,  we  are  trying  to  build 
those  relationships  to  get 

Chairman  Kanjorski.  Part  of  our  problem  is  that  we  do  not 
want  to  start  this  thing  and  put  it  into  300  little  entities.  It  only 
really  needs  one  data  base.  It  only  needs  one  contracting  marketing 
operation  that  can  be  reproduced  in  every  district  of  the  country. 

Mr.  Phillips.  That  is  possible.  I  mean  there  may  be  some  case 
for  pluralism  and  diversity.  This  country  has  grown  up  with  diver- 
sity. Sometimes  I  don't  worry  so  much  about  tne  centralization  and 
the  one-stop  shopping,  as  I  worry  about  being  able  to  access  those 
resources  and  having  the  capacity  to  access  those  resources. 

Chairman  Kanjorski.  Well,  how  would  you  handle  it? 

The  biggest  problem  is  I  think  the  material — the  data  base  will 
available  to  everyone.  The  national  technology  network  will  be 
playing  every  day  on  every  television,  cable  network  in  the  countrv. 
The  corporation  to  handle  it  would  probably  have  to  be  eventually 
located  in  maybe  five  or  six  or  nine  regions. 

Mr.  Phillips.  How  does  a  small  business  in  rural  Maine,  for  ex- 
ample, get  access  to  that  information? 

Chairman  Kanjorski.  OK  Here  is  how  it  happens,  so  you  know. 
You  see  the  shredding  technology  for  3  minutes.  You  say,  by  golly, 
that  is  a  good  business.  I  have  just  lost  my  defense  job.  I  am  45 
years  old.  I  have  got  $100,000  saved  up.  I  would  like  to  be  my  own 
operator,  but  I  need  maybe  more  money  and  I  need  a  new  tech- 
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nology.  Here  is  a  great  technology.  I  would  like  to  do  it.  You  call 
up  the  corporation,  you  get  a  contracting  officer,  you  pull  up  on 
your  PC  all  the  gradations  of  sophistication  of  the  technology.  You 
work  it  through  and  then,  if  you  decide  you  want  it,  you  make  the 
contract  with  the  contracting  officer  and  you  are  in  business.  Now 
you  may  need  money. 

Mr.  Phillips.  Is  it  telecommunications  that  you  are  using  as  the 
primary  link  between  the  national  data  base  and  the  small  busi- 
ness potential  entrepreneur  in  the  field? 

Chairman  Kanjorski.  Yes. 

Mr.  Phillips.  OK.  That  is  the  assumption  that  the  entrepreneur 
or  small  business,  if  they  are  a  good  entrepreneur,  are  probably 
going  to  get  into  the  telecommunication  network,  but  it  is  assump- 
tion, probably  a  false  one,  that  all  the  potential  out  there  is  going 
to  actually  get  into  the  information  highway. 

Chairman  Kanjorski.  Yes,  but  it  is — we  are  talking  about  a  Dis- 
covery-type channel  on  commercial  television.  Six  million  to  seven 
million  people  watch  C-SPAN  at  any  given  time.  I  would  think  if 
you  put  on  new  technology  like  this,  you  would  have  the  nut  fringe, 
like  I  am,  when  I  get  up  in  the  middle  of  night,  I  throw  the  thing 
on  just  to  see  what  is  new  out  there. 

Mr.  Phillips.  I  don't  think  you  are  far  off.  We  are  working 
through  NIST.  I  don't  know  whether  this  bill  is  being  focused 
through  that. 

Chairman  Kanjorski.  We  are  working  with  them  in  terms  of 
maybe  their  data  base. 

Mr,  Phillips.  We  are  designing  technical  capacity  building  pro- 
posals to  help  small  businesses  in  Maine  who  actually  don't  turn 
on  C-SPAN,  for  that  matter,  OK,  if  they  have  cable,  and  can  access 
it  that  way,  or  rather  to  perhaps  introduce  the  telecommunications 
equipment  into  their  own  businesses  and  shops  to  get  into  this 
kind  of  information  relationship.  Now  NIST  has,  what?  $2.5  mil- 
lion? Only  $2.5  million  to  try  to  support  capacity  building  and  ex- 
tension and  outreach  kinds  of  programs,  particularly  to  rural  com- 
munities, $2.5  million!  You  are  talking  about  the  need  for  a  huge 
sum  of  money  that  has  to  find  its  way,  some  way  into  these  kind 
of  channels.  That  would  be  one  suggestion. 

Ms.  Nelson.  The  other  piece  of  it  is  the  guy  who  wakes  up  in 
the  middle  of  the  night  and  says,  boy,  this  makes  sense  and  I 
would  like  to  do  it,  it  has  been  done  somewhere  else.  There  is  still, 
you  know,  there  is  some  hand-holding.  There  is  a  capacity  develop- 
ment. There  is  a  whole  variety  of  things  that  needs  to  happen  be- 
tween the  get-up-and-go  and  the  idea,  the  technology  itself,  and  the 
reality. 

And  you  asked  earlier  about  the  cost  of  doing  business  on  some 
of  these  smaller  loans  or  these  smaller  investments.  And  again, 
that  is  where,  you  know,  whether  it  is  CDCs  or  whether  it  is  some 
other  mechanism,  we  have  to  bring  in  other  dollars  because  it  costs 
us  a  lot  more  to  help  the  guy  come  from  the  idea  and  the  tech- 
nology into  actual  operations  than  you  can  build  into  the  cost  of  the 
loan  or  as  a  servicing  fee  or  anything  else.  So,  you  know,  it — I 
mean — it  takes  a  lot  of  work  to  get  the  technology  into  a  workable 
operating  business  opportunity.  And  that  is  a  whole  kind  of  a  gap 


80 

area  that  there  is  just  not  enough  assistance  for  and  there  is  not 
enough  funding  for  that  assistance. 

Chairman  Kanjorski.  Well,  you  see,  now  that 

Mr.  Paciocco.  Plus  today,  that  you  have  a  lot  of  people  that 
want  to  go  into  business  that  have  no  business  sense  about  them 
at  all. 

Chairman  Kanjorski.  That  is  why,  if  we  had  Ben  Franklin  it 
would  work  ideally.  I  would  like  to  see  it  work,  we  have  the  capac- 
ity. This  private  corporation,  the  technology  transfer  corporation, 
once  it  gets  to  your  area,  they  are  going  to  make  an  equity  invest- 
ment, a  $12  billion  fund.  We  are  taking  part  of  the  equity  back  in 
that  operation. 

But  that  does  not  make  it  a  go,  just  giving  it  the  money.  It  has 
to  have  some  assistance.  We  probably  need  somebody  on  the  local 
level  to  do  that.  It  would  be  very  nice  to  have  a  Ben  Franklin  who 
really  could  guide  them  along  those  2  years  or  3  years  to  success. 

But  I  am — I  am  afraid,  do  not  want  to,  hire  anymore  academics 
to  do  this.  I  do  not  think  they  know  how  the  hell  to  get  out  of,  you 
know,  the  classroom  to  get  lunch  when  it  comes  to  business.  And 
I  just  think  we  are — I  do  not  know  how  we  brought  them  into  the 
business  field. 

You  know,  I  think  we  would  be  far  better  off  if  we  used  the  re- 
tired executive  corps  of  the  country  to  do  this  than  the  academic 
community.  Because,  really,  if  anything,  they  have  never  had  to 
meet  a  payroll,  they  have  never  had  to  be  competitive.  Nothing 
against  them,  you  know,  their  experience  is  all  contrary  to  the  ex- 
perience of  business. 

Mr.  Montgomery.  Mr.  Chairman,  if  I  could  just 

Mr.  Phillips.  Let  me  just  offer  this  point.  Would  your  bill  allow 
for  capitalization  of  a  venture  capital  company  in  Maine,  or  are 
you- 

Chairman  Kanjorski.  Oh,  yes.  No,  we  want  to  help  fund — I 
think  every  State  should  have  several  small  business  investment 
corporations,  and  we  would  like  to  work  with  that. 

Mr.  Phillips.  Whether  they  are  SBICs  or  limited  partnerships, 
it  will  capitalize  smaller  scale,  decentralized  funds? 

Chairman  Kanjorski.  That  is  what  I  want  to  ask.  We  have  a 
real  problem.  See,  people  around  the  country,  are  all  worried:  How 
is  it  going  to  impact  on  my  region  or  my  State  or  my  area?  And 
if  you  just  threw  a  $12  billion  fund  out  there,  southern  California 
would  sink  into  the  ocean  because  such  a  load  would  go  out  there. 
They  are  great  writers,  there  is  a  lot  of  leadership  out  there.  The 
east  coast  of  the  United  States  would  break  off,  also.  We  would 
miss  the  balance. 

We  have  to  try  to  find  another  mechanism  to  even  the  makeup 
of  Congress;  we  have  to  go  to  Congress  and  say,  look,  you  are  not 
going  to  take  a  risk  here.  Our  object  is  to  satisfy  20  new  million- 
dollar  businesses  a  year  developed  in  every  congressional  district 
in  the  United  States.  So  we  are  going  to  reserve  that.  And  that 
would  take  up  about  $8  billion. 

And  then  we  are  going  to  have  maybe  the  other  pool  to  be  done 
by  region  or  need  or  opportunity.  But  we  have  to  have  some  bal- 
ance out  there,  because  invariably  there  will  be  communities  that 
will  be  behind  the  time,  that  will  not  be  able  to  do  it.  In  Pennsylva- 
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nia,  if  you  are  in  Pittsburgh  or  Philadelphia,  you  are  great.  If  you 

are  in  the  hinterlands,  jyou  know 

Mr.  Montgomery.  Mr.  Chairman 


Mr.  Phillips.  If  I  may  make  one  last  point  here,  and  then  I  am 
done,  because  I  have  to  go  and  catch  a  plane.  If  I  can  make  one 
last  point,  we  have  a  $7  million  limited  partnership  fund.  We  are 
raising  the  fund  in  Maine  right  now  to  invest  in  about  25  compa- 
nies very  much  like  you  are  describing,  OK,  new  technology  compa- 
nies, environmental  technologies,  and  so  forth.  Will  we  be  directly 
eligible  to  the  EDA  or  to  this  corporation  if  the  EDA  is  a  funnel 
for  this  for  this  capitalization?  And  that  is  the  issue,  or  will  we  not 
be? 

Chairman  Kanjorski.  Well,  what  should  you  be? 

Mr.  Phillips.  Well,  we  should  be  directly  eligible.  In  other  words, 
if  the  EDA  is  going  to  be  a  vehicle  by  which  some  of  this  is  going 
to  be  implemented,  that  is  what  I  think — ^you  need  to  broaden  the 
universe  of  eligibility. 

Chairman  I^njorski.  Your  opinion  then  is  rather  than  doing  the 
financing  through  EDA,  we  should  use  EDA  as  a  dispenser  of  the 
money?  Make  it  sort  of,  small  investment  houses? 

Mr.  Phillips.  If  vou  are  going  to  use  the  EDA,  the  eligibility 
should  be  broadened.  I  am  not  sure  the  EDA  is  entirely  the  mil  an- 
swer to  that  question. 

Ms.  Glasmeier.  They  don't  have  the  technical  competence  to  do 
that. 

Chairman  Kanjorski.  No,  they  do  not  presently,  no  question 
about  it.  And  that  is 

Mr.  Phillips.  She  said  it;  I  didn't. 

Chairman  Kanjorski.  No,  that  is  why- 


Ms.  Glasmeier.  I  mean  the  world  has  changed.  That  is  not  their 
responsibility. 

Chairman  Kanjorski.  Well,  originally  when  I  conceived  of  the 
idea,  to  tell  you  the  truth,  my  concept  was  to  go  to — I  think  one 
of  the  most  successful  businesses  we  have  in  the  United  States  is 
investment  banking.  I  think  there  is  nothing  in  the  world  that  par- 
allels it. 

And  if  we  could  find  the  Roy  Yutans  of  the  world  and  ask  them 
one  question — are  you  satisfied  with  the  wealth  you  personally  ac- 
quired? If  they  ar  3wer  yes,  we  ask  them,  are  you  willing  to  make 
a  commitment  to  the  future  of  America,  and  if  they  answer  yes  to 
that,  we  give  them  a  10-year  appointment  to  the  Supreme  Court 
of  investment  capital.  Then  just  say  OK,  we  are  going  to  give  you 
this  money,  we  are  going  to  give  you  this  idea,  and  please  go  out 
into  the  hinterland  and  plant  the  seeds  and  let  them  grow.  That 
will  probably  be  the  ideal. 

But,  you  know,  being  practical,  I  know  we  need  218  votes  on  the 
floor  and  legitimately  people  are  going  to  ask  about  its  impact. 

Mr.  Montgomery.  Mr.  Chairman,  I  think  this  concept  has  not 
fallen  on  deaf  ears.  You  and  I  sat  down  for  a  little  over  1  hour 
about  5  months  ago  and  discussed  a  number  of  issues  surrounding 
international  trade,  but  then  we  got  into  this  particular  bill.  And 
it  didn't  fall  on  deaf  ears  because  I  took  the  idea  of  your  bill  back 
to  my  colleagues  in  the  Industrial  Resource  Center  family  in  Penn- 
sylvania andf  thought  in  Pennsylvania  would  be  an  ideal  situation 
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for  working  with  businesses,  because  a  Williamsport  and  an  Erie 
would  have  the  same  kind  of  backing  that  a  Philadelphia  and  Pitts- 
burgh would.  So  I  certainly  hope  that  this  does  move  forward. 

To  dovetail  off  of  Ms.  Nelson's  point  in  terms  of  financing  smaller 
projects,  you  actually  brought  it  to  the  table  just  a  little  bit  ago. 
Mr.  Chairman,  I  come  out  of  banking  as  I  entered  into  the  field  of 
commerce  and  economic  development,  and  the  administration  costs 
of  doing  a  small  loan  is  about  the  same  as  the  administration  costs 
of  doing  a  middle  market  loan  and  above. 

Therefore,  there  are  the  need,  needs  plural,  for  different  strate- 
gies for  those  smaller  loans.  One  that  has  proven  successful  in  a 
couple  of  different  situations  across  the  country  is  a  multibank 
CDC,  where  the  CDC  at  the  local  level  works  with  the  economies 
of  scale  of  dollars  coming  from  the  banks  in  their  particular  area 
who  don't  necessarily  want  to  administer  a  $75,000  loan  or  a 
$43,000  loan,  but  through  either  foundation  dollars  for  the  admin- 
istration of  it  as  well  as  some  other  dollars,  to  access  those  funds 
for  the  small  loan  would  be  a  plus  for  them  and  a  welcome  plus 
being  endorsed  by  the  comptroller  the  currency  for  the  bank. 

It  is  also  a  CIIA.  kind  of  thing.  Finally,  to  take  10  seconds,  there 
are  some  academics,  as  is  evidenced  by  Dr.  Glasmeier,  who  have 
their  heart  in  the  right  spot. 

So,  ^lad  to  see  you  today. 

Chairman  Kanjorski.  He  is  a  politician. 

Ms.  Glasmeier.  Right.  Let  me  say  something  as  an  academic.  If 
you  want  to  know  how  to  implement  your  proposal  at  the  local 
level,  you  might  look  at  a  country  like  Japan.  Japan  has  an  infor- 
mation bank  that  puts  information  out  there  in  a  highly  decentral- 
ized fashion.  Japan  has  a  more  articulated  institutional  structure 
than  we  do  in  terms  of  banking  and  institutions  that  have  respon- 
sibility, for  the  continuous  improvement  of  a  community's  economic 
base. 

One  program  takes  a  new  idea  and  pairs  it  up  with  appropriate 
business.  They  pick  a  bigger  and  a  smaller  business  and  they  pair 
them  up  f;om  a  complementarity  standpoint,  and  they  work  with 
them  to  be  able  to  bring  a  product  that  uses  the  new  technology 
to  market. 

It  is  very  labor-intensive,  and  it  is  in  opposition  to  what  some 
people  are  proposing  in  the  area  of  modernization. 

My  own  experience  working  with  businesses  suggests  that  one- 
on-one  contact  is  fundamental.  If  you  cannot  build  trust  with  the 
organization,  through  a  long-term  relationship,  then  you  will  not 
succeed. 

In  order  to  have  an  impact,  you  are  going  to  have  to  have  a  proc- 
ess that  operates  at  a  local  level.  Otherwise  you  will  achieve  ex- 
actly the  same  outcome  that  you  already  have,  lag  organizations 
which  have  the  technical  competence  to  recognize  good  ideas  and 
capitalize  on  them,  will  be  the  first  ones  to  market  and  through 
their  ingenuity  will  have  control  over  the  technology  you  want  to 
see  disseminated. 

Chairman  Kanjorski.  How  do  we  get  Arnold?  We  do  have  some- 
thing similar  to  what  you  talked  about.  We  have  the  mentor  pro- 
gram, where  the  Defense  Department  issues  contracts  to  profes- 
sional organizations  that  serve  as  mentors  for  small  organizations. 
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I  have  had  Hmited  contact  with  it.  The  Beltway  bandits  are  at 
work,  though.  They  are  in  there  for  a  $350-an-hour  fee,  and  when- 
ever they  can  get  that  meeting  set  up,  they  love  it,  because  the 
small  organization  does  not  pay  it,  they  just  bill  the  Pentagon.  And 
they  will  sit  around  all  afternoon,  talk  about  anything  you  want, 
$350  to  $500  a  crack. 

Ms.  Glasmeier.  Examples  from  today's  discussions  that  business 
is  fimctionally  done  at  the  local  level.  And  we  lack  the  degree  of 
customization  needed  to  make  programs  work.  You  don't  get  ac- 
countability at  this  midlevel.  There  is  no  accountability  at  that 
level. 

Chairman  Kanjorski.  If  we  cannot  get  accountability  and , we 

cannot  seem  to  discover  how  to  do  it  in  a  nonprofit  mechanism,  and 
I  think  we  are  having  problems  there,  why  not  turn  to  the  old  used 
profit  mechanism?  Why  not  give  people  incentive  to  be  successful? 

Ms.  Glasmeier.  I  think  you  need  to  address  the  problem  at  the 
level  of  incentives.  Disincentives  will  not  work.  If  you  ask  EDDs  to 
change  their  behavior  by  punishing  them,  they  will  dig  in  their 
heels.  You  have  to  create  incentives,  for  example,  for  consolidation. 
You  must  begin  to  reconstruct  the  way  in  which  you  allocate  funds 
and  say  you  will  give  resources  on  a  multi-organizational  basis. 
This  must  be  coupled  with  another  incentive — technical  assistance. 
If  a  plant  chooses  to  go  it  alone,  as  was  described  earlier,  then  they 
receive  restricted  support. 

Chairman  Kanjorski.  Well,  do  you  think  we  ought  to  look  at  the 
idea  of  maybe  franchising  or  certifying  or  licensing  a  new  concept 
of  an  economic  investment  bank? 

Ms.  Glasmeier.  I  would  actually  leave  that  for  other  people  to 
comment  on.  For  me,  what  is  so  amazing  about  this  discussion  is 
the  inability  to  access  resources  in  light  of  the  sort  of  multiple  op- 
portunities that  seem  to  be  out  there.  Why  is  it  so  hard  to  get 
access? 

Chgiirman  KANJORSKI.  I  mean,  really,  I  would  invite  you  to  do 
some  of  the  things  I  do  creatively,  you  know.  Look  at  the  tech- 
nology and  what  it  takes  to  get  there.  Literally,  I  have  to  tell  you, 
if  you  saw  how  to  change  lead  into  gold  today,  because  some  na- 
tional laboratory  in  the  United  States  had  perfected  that  process, 
and  you  saw  it  as  a  businessman,  the  first  thing  you  would  do  is 
get  in  your  car  and  go  to  the  airport  and  fly  to  Washington.  Actu- 
ally, you  find  out  you  cannot  afford  to  because  it  is  a  local  airport, 
so  it  is  too  expensive,  so  you  probably  take  the  bus  to  Washington. 

Ms.  Glasmeier.  That  is  right.  You  can't  imagine  how  much  it 
cost  me  to  fly  from  State  College. 

Chairman  Kanjorski.  You  get  to  work,  the  first  thing  everybody 
tells  you  is  you  cannot  get  there  from  here  unless  you  get  a  lawyer 
and  a  consultant.  You  probably  spend  the  next  18  months  of  your 
life  and  anywhere  from  $500,000  to  $1  million  before  you  located, 
negotiated,  and  had  the  opportunity  to  sign  a  contract  with  the 
government  agency  that  controlled  that  entity.  A  custom  deal 
would  make  these  just  practically  impossible.  And  there  is  no  in- 
centive on  the  government  side  to  accomplish  it,  to  get  it  out. 

They  do  not  get  paid  more  if  they  do— matter  of  fact,  they  are 
totally  at  risk  if  they  negotiate  a  bad  deal  or  they  negotiate  a  deal 
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that  can  be  criticized  after  the  fact.  If  they  create  no  deal,  they  can- 
not get  hurt. 

Ms.  Glasmeier.  I  think  the  discussion  of  networks,  for  example, 
and  how  we  see  firms  interacting  in  all  sorts  of  ways  that  they 
have  never  done  before,  is  an  example  of  economically  driven 
customization.  As  technology  becomes  more  precise  and  sophisti- 
cated you  actually  have  to  be  able  to  work  with  people  across  bor- 
ders. It  doesn't  seem  like  that  is  the  way  in  which  the  government 
is  currently  capable  of  functioning. 

Chairman  Kanjorski.  Well,  you  heard  the  buzzer  going  off.  Be- 
fore I  leave,  Bob  will  not  forgive  me  it  I  do  not  get  something  on 
the  record  in  regard  to  a  simple  question. 

Right  now  the  present  structure  of  conversion  of  defense  money 
is  given  priority  in  a  separate  fund  in  EDA.  And  the  enterprise 
zones  are  given  priority.  Some  of  us  would  like  to  know  your 
thoughts  on  whether  or  not  these  monies  should  be  pooled  in  EDA, 
and  then  dispersed  on  the  basis  of  idea  and  opportunity  or  on  the 
basis  of  categories.  Because,  I  see  no  reason  why  if  you  live  in  San 
Francisco,  where  the  income  level  is  much  higher  than  the  rest  of 
the  country,  and  you  had  the  good  fortune  of  having  a  military  in- 
stallation go  down,  near  your  home  you  can  tap  EDA  funds.  If  you 
live  in  West  Virginia,  you  never  even  had  a  military  installation 
and  you  were  nowhere  near  a  San  Francisco  income  level  in  the 
parst  you  cannot  get  EDA  funds.  We  find  residents  of  San  Francisco 
getting  some  sort  of  a  priority  over  West  Virginians. 

J  say  that  both  in  deference  to  the  Representatives  from  San 
Francisco  and  Senator  Byrd.  But  that  is  our  problem.  Now,  what 
do  you  feel?  Shall  we  put  it  all  in  one  pot,  for  the  ones  with  the 
most  need  and  the  best  ideas?  Should  we  do  away  with  categorizing 
for  special  purposes? 

Mr.  CoDEY.  I  would  like  to  go  first.  I  think  it  goes  to  what  we 
have  been  trying  to  harp  on  all  day.  It  should  be  a  level  playing 
field,  the  best  ideas  and  the  cream  should  float  to  the  top,  as  you 
said.  It  should  be  the  best  practice,  and  the  best  ones  are  going  to 
shine  and  they  should  get  the  resources.  That  is  it,  10  words. 

Mr.  Paciocco.  I  guess  my  concern  with  the  empowerment  zone 
enterprise  community  is  the  fact  that — and  it  is  not  a  concern,  but 
an  issue,  that  HUD  is  doing  the  urban  ones  and  USDA  is  doing  the 
rural  ones.  I  don't  know  what  DOE  is  going  to  get  involved  with 
it.  My  concern,  because  we  are  dealing  with  this  quite  a  lot  in  my 
area,  we  are  going  to  put  an  awful  lot  of  money  into  EZs  and  ECs. 

But  that  is  not  going  to  touch  10  percent  of  the  poverty  in  this 
country.  Do  the  rest  of  us  have  to  find  some  other  way  to  help  our 
poor  people?  Are  we  putting  all  our  money  into  just  a  few  baskets 
in  this?  And  that  does  give  me  a  little  bit  of  concern. 

Chairman  Kanjorski.  It  is  interesting.  It  strikes  as  one  of  the 
objections  I  have  to  it.  It  is  a  reward  for  ghettoizing  the  poor.  Just 
the  exact  opposite  of  what  we  should  be  doing.  I  apply  it  to  Penn- 
sylvania; we  have  a  very  integrated  economic  and  social  structure 
in  Pennsylvania.  As  a  result,  I  do  not  think  we  are  going  to  qualify 
for  any,  or  very  few,  federally  defined  enterprise  communities  or 
zones. 

And  I  think  that  is  exactly  what  we  should  be  doing  with  people. 
We  should  be  dispersing  them  in  very  large  areas  with  different 
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levels  of  socio  success,  economic  success,  political  success.  We  are 
not  doing  that.  We  are  going  to  reward  a  whole  group  of  people 
that  fit  these  criteria.  If  you  can  throw  them  in  one  area,  you  have 
yourself  a  grant. 

If  you  look  back  in  history,  I  think  academically  it  was  the  politi- 
cal leadership  that  said  come  on  in  and  immigrate,  get  off  the  boat 
here,  park  here,  give  me  your  vote,  so  I  become  a  political  leader. 
You  know,  that  is  how  the  economic  and  cultural  ghettos  started. 
We  are  doing  that  again  with  public  policy. 

Mr.  Paciocco.  You  are  not  going  to  get  people  out  of  poverty 
with  money.  You  are  going  to  get  them  out  of  poverty  with  edu- 
cation and  with  changing  their  initiative  and  their  motivation. 

Chairman  Kanjorski.  And  cross-pollination  of  values.  They  have 
to  have  diverse  areas. 

Mr.  Montgomery.  Mr.  Chairman,  I  certainly  don't  think  we 
should  stay  on  one  hobbyhorse  such  as  defense  conversion  or  the 
enterprise  zones  into  infinity.  We  should  seek  a  measurable  target, 
get  to  it  and  move  forward.  Therefore,  if  there  is  a  concentrated  ef- 
fort from  EDA,  it  should  be  for  a  period  of  time,  let's  see  some  re- 
sults, and  certainly  let's  then  move  forward  from  that  point.  I  don't 
want  to  see  a  12-year  span. 

Chairman  Kanjorski.  Would  you  suggest  a  sunset  provision? 

Mr.  Montgomery.  I  would  say  a  sunset  provision  or  a  provision 
based  on  seeing  some  measurables  that  are  sustainable  on  the  de- 
fense issue.  The  empowerment  zone  issue,  in  Philadelphia  the  only 
way  we  can  go  I  think  is  if  we  go  with  Camden,  New  Jersey,  and 
then  go  across  the  river  as  a  multiple  on  that. 

Ms.  Nelson.  I  would  just  say  I  think — I  believe  in  your  concept 
that  viable  communities  have  got  to  be  economically  integrated,  but 
that  is  not  the  reality  of  what  is  out  there.  So  there  is  a  need  even 
to  get  to  the  point  of  economically  integrated  communities,  there  is 
a  need  for  some  impetus,  some  infusion  of  funds,  some  priority 
given  to  say  how  do  we  move  from  here  to  there. 

I  think  the  problem  has  been  that  we  haven't  had  that  sense  of 
direction,  how  do  we  move  from  here  to  there;  we  haven't  had  that 
goal  really  clear  in  our  minds.  So,  I  mean,  I  am  kind  of  grayish  on 
this  and  I  believe  in  the  level  playing  field,  that  the  good  ideas  will 
stand  out,  but  I  think  we  have  got  to  give  some  incentives  toward 
moving  from  here  to  there. 

Ms.  Glasmeier.  My  only  comment  would  be  that  I  think  you 
have  to  have  multiple  criteria,  not  have  a  single  definition.  Other- 
wise in  the  end,  the  proposals  that  will  rise  to  the  top  are  the  ones 
that  are  produced  by  the  people  that  have  the  greatest  experience 
with  writing  them.  And  you  will  remove  some  of  the  opportunities 
for  experimentation. 

Chairman  Kanjorski.  OK  I  thank  you  very  much.  Appreciate  it. 
I  better  get  over  there. 

[Whereupon,  at  12:43  p.m.,  the  hearing  was  adjourned.] 
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House  of  Representatives, 
Subcommittee  on  Economic  Growth 

AND  Credit  Formation, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:06  a.m.,  in  room 
2222,  Raybum  House  Office  Building,  Paul  E.  Kanjorski,  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Kanjorski,  Representatives  Nussle  and 
Roukema. 

Chairman  Kanjorski.  The  subcommittee  will  come  to  order. 

This  morning  the  subcommittee  meets  to  receive  testimony  on 
the  reauthorization  of  the  Economic  Development  Administration 
[EDA],  and  the  Appalachian  Regional  Commission  [ARC].  In  recent 
years  the  Economic  Development  Administration  has  been  called 
upon  to  assist  an  increasing  number  of  regions  and  communities 
around  the  country  experiencing  economic  difficulty.  The  EDA  has 
been  playing  a  major  role  in  disaster  recovery  efforts  after  hurri- 
canes, floods,  and  earthquakes,  in  defense  conversion  and  adjust- 
ment, and  in  numerous  economic  renewal  efforts  of  both  rural  and 
urban  communities. 

The  three  roundtable  hearings  the  subcommittee  is  holding  have 
been  structured  to  allow  a  wide  range  of  ideas  and  experiences 
about  how  the  EDA  should  be  retooled  and  reorganized  to  meet 
these  needs  in  the  coming  decades. 

In  the  first  hearing  we  asked  what  new  approaches  to  economic 
development  should  the  EDA  incorporate  into  its  programs.  In  the 
second  hearing  we  continued  this  examination,  asking  what  can  we 
learn  from  successful  State  and  local  initiatives  that  represent  the 
best  practices  in  economic  development. 

At  these  hearings  there  seemed  to  be  a  consensus  that  the  EDA 
should  consider  adopting  additional  approaches  to  economic  devel- 
opment beyond  its  traditional  emphasis  on  funding  public  works 
and  infrastructure  projects.  This  includes  such  strategies  as  equity 
financing  for  technology-based  business  development,  industrial 
services,  and  industrial  retention  strategies. 

At  this  morning's  hearing  we  want  to  draw  upon  what  we 
learned  at  the  first  two  hearings,  asking  more  specifically  how  we 
can  improve  the  delivery  of  the  EDA  services. 
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We  also  will  consider  a  number  of  associated  issues,  some  of 
which  were  touched  upon  in  earlier  hearings  as  well.  For  example, 
should  we  expand  the  EDA's  client  base  so  that  community  devel- 
opment corporations,  nonprofits,  and  other  entities  are  eligible  to 
be  intermediaries  in  EDA  grant  programs?  What  is  an  appropriate 
balance  between  urban  and  rural  communities  with  respect  to 
EDA-assisted  programming?  How  can  abandoned  land  reuse  strate- 
gies, such  as  proposed  in  H.R.  2070,  introduced  by  Representative 
Mfume,  be  incorporated  in  the  EDA's  programs?  How  can  EDA's 
Defense  Conversion  Program  be  most  effectively  structured?  Should 
the  conversion  budget  be  merged  with  other  economic  adjustment 
funds,  thus  requiring  conversion  projects  to  compete  with  other 
types  of  adjustment  efforts  for  the  same  pool  of  funds? 

I  want  to  welcome  the  panelists.  I  look  forward  to  your  testi- 
monies and  in  particular  your  thoughts  on  these  questions. 

Mr.  Nussle,  do  you  have  an  opening  statement? 

Mr.  Nussle.  No,  thank  you. 

Chairman  Kanjorski.  OK  We  will  call  on  the  panel  as  we  go 
around.  I  guess  I  will  take  you  in  the  order  that  you  are  seated, 
going  from  left  to  right.  If  we  could  ask  you  to  summarize  your  pre- 
pared statements,  the  full  text  of  your  prepared  statement  will  be 
incorporated  in  the  record,  without  objection  at  this  time,  and  in 
about  3  to  5  minutes  at  most  summarize  your  prepared  statement 
so  that  we  can  have  the  advantage  of  discussion  and  roundtable 
discussion  particularly. 

Now  Mr.  Patrick  McManus,  who  is  the  mayor  of  Lynn,  Massa- 
chusetts, representing  the  United  States  Conference  of  Mayors. 
Mayor. 

STATEMENT  OF  PATRICK  J.  McMANUS,  MAYOR  OF  LYNN,  MA, 
REPRESENTING  THE  U.S.  CONFERENCE  OF  MAYORS 

Mr.  McManus.  Mr.  Chairman,  thank  you  very  much.  I  deeply 
appreciate  the  opportunity  to  join  you  in  a  format  which  I  think 
many  times  can  be  more  productive  with  a  little  bit  of  discussion. 

I  am  here  representing  the  Conference  of  Mayors,  where  I  am 
the  Chair  of  the  Science  and  Technology  Subcommittee  on  the 
Urban  Economic  Policy  Committee. 

We  very  strongly  applaud  the  administration's  efforts  on  techno- 
logical issues  and  improvements  and  feel  very  strongly  that  we 
need  to  view  technological  and  economic  security  as  as  much  of  an 
issue  as  the  security  of  the  country  militarily. 

Specifically,  we  are  very  concerned  with  a  number  of  items,  one 
being  the  transition  from  a  wartime  or  perhaps  more  hostile  world- 
ly environment  to  the  peacetime  economy  we  view  today,  and  we 
would  look  to  the  EDA  to  provide  assistance  in  that  conversion 
process  universally  but  certainly  as  a  mayor  representing  the  Con- 
ference specifically  in  our  urban  areas  as  well. 

We  very  strongly  support  the  advanced  manufacturing  centers 
and  we  do  feel  that  they  provide  tremendous  opportunities  for 
small-  and  medium-sized  manufacturers.  I  feel  that  is  important 
because  with  the  improvements  in  technology  that  we  are  seeing  in 
the  industrial  world,  we  have  a  lot  of  displaced  v/orkers  and  the 
link  must  be  made  between  those  displaced  workers,  the  retraining 
effort,  and  then  the  opportunities  for  additional  technologies  and 
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retraining.  I  think  it  is  a  very  exciting  time  economically,  but  I  also 
feel  that  we  have  to  be  tremendously  concerned  about  the  results 
and  impacts  on  some  of  the  workers  who  have  been  established  in 
a  given  field  for  a  number  of  years  as  the  newer  technologies  de- 
velop, and  we  must  help  them  make  their  transition. 

We  are  very  much  in  favor  of  the  Office  of  Economic  Conversion 
Information  to  assist  us  in  that  shift,  not  only  for  defense  conver- 
sion but  with  technological  improvements,  and  we  feel  very  strong- 
ly that  the  coordinated  effort  and  the  information  provided  can  be 
of  tremendous  assistance  to  the  urban  centers  as  well  as  the  rural 
areas  in  the  country. 

We  have  developed  a  pool  through  the  Conference  over  the  past 
10  years  of  technological  advancements  that  have  worked  in  the 
different  cities  and  certainly  that  is  available  not  only  to  all  of  the 
cities  in  the  country  but  to  all  potential  users,  whether  they  be 
rural  or  from  different  environments,  and  I  would  strongly  note 
that  we  are  more  than  happy  to  share  that  information  with  any 
jurisdictions  and  at  any  level,  and  I  have  some  information  here  on 
that  technological  pool  and  program-gathering  over  10  years. 

Additionally,  as  you  had  noted,  the  concerns  about  the  tradi- 
tional role  played  by  the  EPA.  Obviously,  we  very  strongly  support 
the  role  of  construction  and  repairing  public  facilities  and  we  feel 
that  they  can  provide  a  tremendous  opportunity  for  new  techno- 
logical developments  that  will  stimulate  private  investment  as  well. 

It  is  very  difficult  as  a  mayor  to  watch  the  impact  of  a  number 
of  years  of  decline  in  our  public  facilities  and  still  try  to  encourage 
businesses  and  the  private  sector  into  our  community,  and  I  feel 
that  with  an  appropriate  mesh  of  the  public  and  the  private  sectors 
in  sharing  of  technological  developments,  we  can  all  come  away 
winners. 

As  a  final  note,  I  would  just  like  to  stress  that  parochially  rep- 
resenting the  Conference,  we  would  like  to  see  a  more  equitable 
sharing  of  EDA  funds  and  programs  between  urban  and  rural 
areas.  I  know  that  is  a  concern  and  we  certainly  feel  that  it  is  criti- 
cal for  all  of  us  that  urban  areas  be  given  great  consideration  be- 
cause ultimately  what  happens  in  the  cities  is  going  to  be  felt  in 
the  suburbs  and  the  rural  areas  and  we  strongly  would  like  to 
work  with  you  and  your  subcommittee  and  the  EDA  in  that  techno- 
logical development. 

Thank  you. 

[The  prepared  statement  of  Patrick  J.  McManus  can  be  found  in 
the  appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Mayor. 

Next  we  have  Aliceann  Wohloruck,  executive  director.  National 
Association  of  Development  Organizations.  Did  I  murder  that? 

Ms.  WOHLBRUCK.  Wohl-bruck.  Wohlbruck — we  Germans  don't 
know  how  to  pronounce  it. 

STATEMENT  OF  ALICEANN  WOHLBRUCK,  EXECUTIVE  DIREC- 
TOR, NATIONAL  ASSOCIATION  OF  DEVELOPMENT  ORGANI- 
ZATIONS 

Ms.  Wohlbruck.  Thank  you,  Mr.  Chairman,  for  inviting  us  to  be 
here.  I  am  pleased  to  be  able  to  talk  about  the  reauthorization  of 
EDA  and  ARC  in  a  friendly  setting  and  with  funding  required  for 
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EDA  and  ARC  in  the  administration's  budget.  We  appreciate  their 
support  for  reauthorizing  legislation  and  this  subcommittee's. 

We  are  eager  to  move  anead  to  renew,  reinvent,  and  improve 
these  small  agencies.  NADO  is  a  national  public  interest  group 
founded  in  1967  to  help  professionals  and  local  elected  officials  at 
the  grassroots  level  in  rural  and  small  metropolitan  areas.  Our  as- 
sociation advocates  a  regional  approach  to  economic  and  commu- 
nity development  in  America's  rural  communities  and  small  cities. 
Our  members  are  regional  development  organizations,  known  as 
economic  development  districts,  councils  of  government,  and  re- 
gional councils. 

In  1992  the  Advisory  Commission  on  Intergovernmental  Rela- 
tions did  a  study  of  regional  organizations  and  summarized  their 
role  as  follows:  'Through  a  quarter  of  a  century,  the  regional  coun- 
cil has  been  a  backstage  understudy  to  the  local  governments  it 
supports.  Regional  councils  have  quietly  practiced  behind  the 
scenes  for  25  years.  They  perform  a  multifaceted  role  but  the  dy- 
namics center  on  saving  money  for  jurisdictions  and  providing  a 
place  for  them  to  act  on  behalf  of  the  whole  region." 

Now  as  you  know,  with  the  election  of  Ronald  Reagan,  the  Fed- 
eral Government  and  in  particular  EDA  decided  that  they  would  no 
longer  encourage  a  coordinated  regional  approach.  In  fact,  most 
Federal  funding  and  all  Federal  encouragement  for  comprehensive 
planning  and  coordination  at  the  local  level  were  eliminated  in 
1981,  except  for  EDA  and  ARC. 

And  as  you  well  know,  Mr.  Chairman,  because  you  were  here. 
Assistant  Secretary  for  Economic  Development,  Orson  Swindle,  was 
the  Reagan  administration's  most  vociferous  critic  of  EDA  and  any 
type  of  planning  or  coordination.  He  did  his  best  to  cripple  the  ca- 
pacity of  the  agency  and  the  economic  development  districts. 

If  you  will  think  with  me  about  EDA  as  though  it  is  a  person, 
I  think  we  can  understand  where  the  agency  is  today.  Suppose  you 
and  I  are  29  years  old.  We  were  bom  in  1965  when  many  people 
thought  there  was  an  important  role  for  the  government  including 
EDA  and  economic  development  districts  to  play  in  creating  jobs 
and  building  communities. 

However,  for  12  years,  from  the  time  we  were  16  in  1980  until 
1992,  our  parents,  the  Federal  Government,  told  us  we  were  worth- 
less and  they  did  everything  they  could  to  get  rid  of  us.  In  fact, 
they  harassed  us  through  the  inspector  general  and  dozens  of  new 
regulations,  and  told  everyone  they  could  that  we  were  useless  and 
unnecessary. 

In  1992,  we  got  a  new  parent,  the  Clinton  administration.  But 
it  has  taken  14  months  for  someone  to  take  charge  and  try  to  help 
get  us  back  on  our  feet,  and  to  become  as  productive  as  we  know 
we  can  be. 

So  this  is  where  EDA  is  now  at  age  29;  harassed  and  rejected 
for  12  years  and  neglected  for  14  months  until  the  President  got 
his  new  Assistant  Secretary  confirmed. 

It  is  clearly  time  for  EDA  to  be  reinvented  and  renewed,  but 
without  losing  sight  of  its  primary  mission,  creating  jobs  in  dis- 
tressed rural  and  small  metropolitan  communities. 

Despite  the  bad  publicity  and  the  lack  of  leadership  at  the  na- 
tional level,  much  has  been  going  on  at  the  local  and  regional  level 
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in  rural  areas  through  economic  development  districts,  although 
they  clearly  have  not  spent  enough  time  telling  the  public  about 
their  successes  as  the  ACIR  study  shows. 

In  1993,  through  NADO  and  its  research  foundation,  our  mem- 
bers took  President  Clinton  seriously  about  reinventing  govern- 
ment, and  we  began  a  regional  performance  review  effort  at  the 
local  level.  We  focused  our  1993  conference  on  reinvesting  regions. 
We  ask  that  the  report  be  put  in  the  record.  Our  report  is  designed 
to  help  economic  development  districts  and  others  retool  for  the 
seventies,  the  kind  of  things  you  are  trying  to  do  in  this  sub- 
committee to  address  today's  problems. 

Many  of  our  members  nave  taken  up  this  challenge  to  reinvent 
themselves  and  make  citizens  and  policymakers  more  aware  of 
what  theVve  done  during  their  existence. 

NADO  s  leaders  also  recognize  the  need  to  take  a  more  forceful 
role  in  their  communities  by  reaching  out  to  new  partners  such  as 
community-based  nongovernmental  organizations. 

In  1993,  the  NADO  Research  Foundation  received  a  grant  from 
the  Ford  Foundation  to  create  the  Partnership  Project  to  build  last- 
ing partnerships  among  regional  development  organizations  and 
nongovernmental  community-based  groups  at  the  local  level. 

Since  all  development  is  local,  we  believe  partnerships  should  be 
created  at  the  local  level,  and  that  nongovernmental  and  govern- 
mental development  efforts  should  be  part  of  a  comprehensive  stra- 
tegic plan. 

In  order  to  bring  about  lasting  change  in  distressed  areas,  local 
elected  officials  must  play  a  key  role  in  both  planning  and  imple- 
mentation. Creation  of  new,  uncoordinated  and  duplicative  organi- 
zations will  not  help  distressed  rural  areas. 

Rural  local  governments  depend  on  regional  organizations  for 
professional  assistance.  In  most  rural  communities  and  counties, 
small  towns,  elected  officials  serve  on  a  part-time  basis  and  have 
little  or  no  staff.  Therefore,  our  organization  serves  to  augment  and 
support  the  efforts  of  local  elected  officials. 

One  in  every  four  Americans,  62  million  people,  live  in  rural 
areas.  An  additional  15  million  live  in  small  metropolitan  areas, 
like  the  one  you're  from.  That  is  77  million  Americans,  and  they 
share  the  same  kinds  of  problems  and  even  have  worse  poverty  and 
some  other  deprivation  than  the  big  cities  do,  but  they  dont  get 
very  much  attention. 

The  residents  of  rural  areas  and  small  cities  face  many  obstacles 
not  shared  by  the  big  cities  and  urban  counties  because  they  have 
low  population,  small  tax  bases,  scarcity  of  capital,  shortage  of  local 
leadership,  and  a  deficiency  of  technical  expertise. 

We  view  economic  development  broadly  (as  you  do)  including 
small  business  development  and  traditional  infrastructure,  but  also 
in  nontraditional  areas  such  as  technology,  telecommunications — 
we  are  about  to  issue  a  paper  on  telecommunications  in  rural 
America  which  is,  of  course,  the  future  for  infrastructure  in  our 
sound  communities. 

Providing  technical  assistance  to  local  governments,  regional  de- 
velopment organizations  respond  to  the  needs  that  are  identified  at 
the  local  level  by  local  people.  Through  the  years,  EDA's  modest  in- 
vestment in  these  organizations  in  rural  America  as  well  as  ARC's 
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work  in  its  13-State  region  have  been  enormously  important  in 
building  capacity  to  stimulate  growth  in  local  economies, 

EDA  and  ARC  have  provided  institutional  capacity  and  develop- 
ment dollars  otherwise  unavailable,  particularly  in  small  cities  and 
rural  areas.  I  appreciate  the  opportunity  to  be  here,  and  I  am  look- 
ing forward  to  working  with  you  and  the  Public  Works  Committee 
to  get  the  biggest  vote  ever  for  our  reauthorization.  And  I  hope 
you  re  going  to  get  us  a  5-year  bill. 

Thank  you. 

[The  prepared  statement  of  Aliceann  Wohlbruck  can  be  found  in 
the  appendix.] 

Chairman  Kanjorski.  Thank  you  very  much. 

Mr.  DeWitt  John  is  next.  He  is  the  director  of  Center  on  Com- 
petitive Sustainable  Economies,  National  Academy  of  Public 
Administration. 

Mr.  John,  if  you  could  summarize  in  3  to  5  minutes,  I  would 
appreciate  it. 

STATEMENT  OF  DeWITT  JOHN,  DIRECTOR,  CENTER  ON  COM- 
PETITIVE, SUSTAINABLE  ECONOMIES,  NATIONAL  ACADEMY 
OF  PUBLIC  ADMINISTRATION 

Mr.  John.  Sure. 

First  of  all,  I  appreciate  the  opportunity  to  speak  to  the  sub- 
committee today.  I  should  preface  my  remarks  by  saying  that  they 
are  my  personal  views  rather  than  the  view  of  the  National  Acad- 
emy or  of  its  fellows. 

You  opened  these  hearings  with  the  remark  that  this  was  an  op- 
portunity to  move  to  a  rebirth  of  EDA.  Assistant  Secretary 
Ginzberg  spoke  recently  about  creating  new  directions  for  the  agen- 
cv,  and  I  think  that  is  a  good  place  to  start  because  the  world  has 
cnanged  tremendously  in  the  last  several  years  since  we  have  had 
a  chance  to  reexamine  what  EDA  was  doing. 

I  would  suggest,  first  of  all,  that  there  have  been  a  lot  of  suc- 
cesses that  EDA  has  had  in  the  past  and  it  is  important  to  recog- 
nize and  build  upon  those.  I  would  like  to  suggest  two  ways  that 
the  world  has  changed  and  two  ways  that  it  hasn't,  and  then  very 
briefly  mention  just  five  recommendations  or  suggestions  I  have 
based  on  them. 

The  first  way  I  think  the  world  has  changed  is  the  kind  of  serv- 
ices that  businesses  need  or  can  use,  small  businesses  can  use  from 
governments  these  days  has  changed.  Because  of  the  volatility  and 
openness  of  the  global  economy,  rapid  changes  in  technology  and 
in  markets,  information  and  expertise  are  evermore  important.  And 
small  businesses  often  have  a  hard  times  getting  those  things. 

I  think  if  there  is  a  balance,  the  balance  ought  to  be  tipped 
toward  those  and  away  from  the  traditional  programs  of  infra- 
structure. 

The  second  thing  that  has  changed  is  the  relation  between  the 
Nation  and  regions.  With  the  global  economy  there  is  a  lot  less  le- 
verage that  the  Nation  has  over  regions,  a  lot  less  ability  for  them 
to  protect  regions  from  the  pressures  that  come  from  outside. 

On  the  other  hand,  regions  are  evermore  important.  That  is  the 
place  where  communities  get  together,  where  you  can  build  a  solid 
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business  climate,  where  small  businesses  can  find  assistance.  So  I 
think  keeping  the  focus  on  regionalism  is  very  important. 

Because  of  the  volatility  and  the  turbulence,  I  think  that  if  the 
balance  is  going  to  be  tipped  as  I  suggest  toward  information  and 
expertise  and  away  from  the  more  traditional  programs,  what  I 
would  do  is  suggest  you  take  a  very  liberal,  flexible  approach  to 
these  new  kinds  of  services. 

The  easy  thing  to  do,  the  gut  reaction  is  to  set  up  a  new  pro- 
gram, a  new  category.  But  that  will  reduce  the  amount  of  flexibility 
available  at  the  regional  level,  and  I  think  it  would  be  a  much  bet- 
ter approach  to  simply  broaden  the  categories,  provide  a  lot  more 
flexibility  in  what  can  be  done,  rather  than  in  creating  additional 
programs. 

There  are  two  things  that  haven't  changed  and  I  think  both  of 
them  deserve  attention.  The  first  one  is  that  the  system  is  as  frag- 
mented as  ever,  and  the  second  is  that  smokestack  chasing  is  still 
going  on — industrial  recruitment  is  going  on  a  great  deal. 

With  respect  to  fragmentation,  fragmentation  is  a  fact  of  life  in 
many  areas,  not  just  in  economic  development.  I  am  sure  you  are 
familiar  with  a  wide  array  of  regional  organizations  that  exist,  how 
they  compete  with  each  other  for  board  members,  for  cash,  and  how 
they  are  often  underfunded. 

There  is  a  lot  of  evidence  that  the  successful  regions  are  places 
where  communities  cooperate  with  each  other,  where  these  dif- 
ferent organizations  find  ways  to  collaborate  with  each  other,  and 
where  there  is  public-private  collaboration  of  various  sorts. 

I  would  suggest  that  you  would  look  at  the  question  of  whether 
EDA  gives  incentives  to  the  districts  to  engage  in  these  kinds  of 
collaborative  activities,  and  supports  this  kind  of  collaboration,  be- 
cause that,  I  think,  is  the  key. 

The  final  point  has  to  do  with  industrial  recruitment.  Oftentimes, 
people  don't  talk  about  that  because  it  is  a  little — it  is  not  always 
thought  well  of.  Smokestack  chasing  as  conventional  wisdom  would 
have  it,  is  a  way  of  having  a  zero  sum  competition  where  commu- 
nities are  giving  subsidies  to  firms,  but  not  really  increasing  the 
productivity  of  the  overall  economy. 

There  have  been  a  lot  of  new  ideas  of  other  things  that  can  be 
done  at  the  local  level,  but  recruitment  hasn't  stopped  by  a  long 
shot,  and  in  fact,  it,  in  some  ways,  has  gotten  out  of  control. 

And  I  think  there  is  a  way  that  EDA  and  the  committee  can 
address  this.  Not  by  regulation.  I  don't  think  that  would  be  very 
effective. 

The  problem  is,  I  think,  that  when  you  have  a  given  possibility 
of  a  firm  locating  someplace,  you've  got  a  lot  of  communities  com- 
peting and  only  one  company.  It  is  kind  of  a  monopolistic  situation, 
a  one-sided  situation.  The  individual  communities  do  not  know 
what  other  communities  are  offering  to  attract  this  firm.  It  is  kind 
of  a  one-sided  market. 

But  what  could  happen,  I  think,  is  that  the  Federal  Government 
could  discipline  this  process  by  providing  information  about  the 
prices  that  communities  are  paying  to  attract  industrial  plants. 
And  I  think  that  if  there  were  more  information,  if  there  were  in- 
formation about  those  prices  available  to  small  communities,  what 
you  do  is  you  drive  down  the  price,  you  would  help  educate  the 


94 

public  that  sometimes  subsidizing  recruitment  is  a  good  thing  be- 
cause it  will  build  the  investment  capacity — it  is  an  investment  in 
the  capacity  of  the  community — and  sometimes  it  is  not. 

I  think  tnat  providing  information  could  educate  the  public  and 
drive  down  the  price  and  that  would  be  a  good  thing  to  do. 

So  those  are  my  five  suggestions — change  the  focus  toward  exper- 
tise, build  up  regions,  treat  them  flexibly,  encourage  collaboration, 
and  provide  information  about  recruitment. 

Thank  you. 

[The  prepared  statement  of  DeWitt  John  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much.  Now,  we  will  hear 
from  Mr.  Paul  Miller,  planning  and  development  director,  city  of 
Newport  News,  Virginia,  representing  the  National  Council  for 
Urban  Economic  Development. 

Mr.  Miller,  if  you  could  summarize  in  3  to  5  minutes  we  would 
appreciate  it. 

STATEMENT  OF  PAUL  MILLER,  PLANNING  AND  DEVELOP- 
MENT DIRECTOR,  CITY  OF  NEWPORT  NEWS,  VA,  REPRESENT- 
ING THE  NATIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DE- 
VELOPMENT 

Mr.  Miller.  Good  morning,  Mr.  Chairman.  Thank  you  and  your 
subcommittee  members,  the  subcommittee  members  for  hearing  me 
this  morning. 

I  am  director  of  planning  and  development  for  the  city  of  New- 
port News,  Virginia.  We  are  an  active  user  of  the  Economic  Devel- 
opment Administration's  various  programs  including  the  successful 
funding  of  two  revolving  loan  funds,  the  development  of  our  Sea- 
food Industrial  Park,  which  is  a  commercial  seafood  harbor,  and 
two  other  projects  in  two  different  parts  of  our  city. 

I  am  testifying  this  morning  on  behalf  of  CUED,  the  National 
Council  for  Economic  Development.  It  is  a  nonprofit  organization 
representing  over  1,200  economic  development  professionals  of  all 
sizes  of  cities  and  metropolitan  areas  and  regions. 

I  am  a  longstanding  member  of  CUED.  I  am  on  the  board  of  di- 
rectors of  the  Virginia  chapter,  and  about  20  years  ago  I  started 
a  Pennsylvania  chapter. 

Newport  News  has  benefited  in  several  ways  from  EDA's  empha- 
sis on  economic  and,  now,  defense  adjustment.  Thus  far,  about  $8 
million  in  15  years.  We  are  not  shy.  I  would  like  more. 

In  1979,  as  a  result  of  sudden  and  severe  economic  distress — 
that's  a  familiar  story  again  at  our  shipyard — we  received  a  $3.3 
million  EDA  grant,  to  which  a  $1.9  million  supplement  was  added 
in  1980. 

The  $3.3  million  was  used  to  bulkhead  our  Seafood  Industrial 
Park,  which  helped  get  us  to  an  employment  level  of  1,300  by  the 
way,  at  that  Park,  and  draining  improvements  for  our  big  business 
center  of  the  city,  now  the  Oyster  Point  Business  Pane.  It  also 
helped  capitalize  a  revolving  loan  fund  with  our  neighboring  city  of 
Hampton. 

In  1983,  the  city  received  a  $1  million  EDA  Public  Works  Grant 
to  complete  the  Seafood  Industrial  Park  bulkhead.  Last  year,  the 
city  received  $1.8  million  under  the  Sudden  and  Severe  Economic 
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Distress  Program  to  improve  our  jetty  area  at  the  small  boat  har- 
bor at  the  Seafood  Industrial  Park,  which  gives  us  additional  ca- 
pacity with  piers  and  loading  facilities.  That  should  further  in- 
crease the  job  base  in  our  city  to  counter  the  6,000  jobs  and  more 
coming  that  we  have  lost  to  the  shipyard. 

We  also  capitalized  on  another  revolving  loan  fund,  which  is  very 
good  in  helping  our  small  businesses  grow.  Of  our  roughly  50  busi- 
ness loans  that  we  have  had,  at  least  90  percent  are  in  the  im- 
pacted lower  income  neighborhoods  of  our  city. 

We  are  currently  awaiting  a  $1.3  million  defense  conversion 
grant  being  administered  by  EDA.  This  will  help  put  in  some  infra- 
structure and  open  up  roughly  100  acres  for  further  job  develop- 
ment. 

Our  revolving  loan  funds  have  helped  us  to  realize  some  of  our 
goals  of  urban  revitalization  and  business  retention.  Through  my 
experience  with  EDA,  it  is  obvious  that  the  agency  provides  valu- 
able programs  for  hundreds  of  communities  and  economic  develop- 
ment practitioners  throughout  the  country. 

However,  there  are  several  ways  it  could  be  improved,  particu- 
larly in  the  area  of  today's  topic,  service  delivery.  We  have  a  few 
recommendations  in  this  area. 

I  would  parenthetically  note  that  the  agency  has  been  under 
mortar  attack  for  many,  many  years.  We  practitioners  in  the  field 
see  it  in  terms  of  the  staffs  and  the  offices  being  in  a  mode  of  bomb 
shelter  protection  and  survival. 

I  would  hope  that,  over  time,  support  of  their  mission  will  allow 
for  stronger  staff  and  a  stronger  mission  on  the  part  of  the  EDA 
offices  and  staff. 

We  have  a  few  recommendations  on  improving  service  delivery. 
First,  EDA  should  continue  its  trend  toward  funding  more  projects 
in  urbanized  areas  in  central  cities.  EDA  has  great  potential  for  as- 
sisting cities  in  urban  areas  with  their  economic  development  pro- 
gnrams  through  investments  in  infrastructure,  business  develop- 
ment, and  related  innovative  programs. 

There  are  other  programs  that  we  have  in  our  community  going 
on  including  a  high  science  park  next  to  our  new  national  physics 
laboratory,  CEBAF,  which  is  an  accelerator  that  will  open  in  a  cou- 
ple of  months  and  is  attracting  attention  from  around  the  world 
and  whose  research  facilities  have  already  been  booked  for  more 
than  5  years  in  advance.  We  have  200  acres  adjacent  to  that  park. 
We  would  like  to  use  it  for  spinoff  and  a  high-tech  incubator. 

If  our  cities  are  to  have  a  chance,  we  have  to  put  the  emphasis 
on  creating  jobs  in  traditionally  disadvantaged  areas  where  they 
are  most  needed.  That  is  a  mission  we  have  in  Newport  News,  Vir- 
ginia. We  have  to  recycle  neighborhoods  just  like  we  spend  time 
talking  and  doing  recycling  of  metals,  glass,  plastics,  and  paper. 

There  is  a  similarity,  too.  You  can't  just  collect  vacant  blocks  and 
buildings,  or  collect  materials.  You  have  to  be  able  to  reuse  that 
which  you  collect,  be  it  land  or  be  it  materials.  We  are  talking 
about  completely  recycling,  not  starting  recycling. 

EDA  can  be  fashioned  to  provide  a  program  that  balances  the  de- 
mands of  urban  and  rural  constituencies,  and  still  achieve  impor- 
tant public  benefits. 
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The  second  recommendation  is  that  the  EDA  should  provide  in- 
centives for  cities  and  other  local  units  of  government  to  work 
closely  with  nonprofits  and  community-based  organizations. 

In  many  areas,  CBOs — community-based  organizations — are  an 
important  part  of  the  economic  development  landscape,  and  they 
should  be  of  increasing  importance  in  the  future. 

CUED  is  cautious  in  endorsing  the  idea  of  EDA  funding  CBOs 
directly  for  three  reasons.  First  is  that  EDA  has  traditionally  sup- 
ported regional  cooperation  among  participating  entities  in  its  pro- 
gram. This  is  an  approach  that  CUED  also  encourages.  However, 
CBOs  are  often  neighborhood-focused,  running  counter  to  the  in- 
tent of  EDA. 

By  the  way,  in  my  experience,  it  is  easier  to  plan  on  a 
multicommunity  basis.  It  is  harder  to  deliver  and  produce  on  that 
kind  of  a  basis.  Cities  and  neighborhoods  are  where  you  produce. 
Regions  are  where  you  plan. 

However,  the  second  reason  is  that  the  capacity  of  CBOs  is  not 
uniform.  While  there  are  CBOs  across  the  country  that  could  easily 
handle  the  regulations  of  EDA  assistance,  there  are  many  that  are 
not  so  fortunate.  Newport  News  had  the  experience  of  working  with 
a  CBO  that  was  unprepared  for  the  demands  of  an  EDA  project. 

It  resulted  in  failure,  substantial  financial  difficulties  for  the  city 
and  the  organization.  We  had  to  spend  about  a  half  a  million  to 
buy  a  second  mortgage  and  properly  place  it  on  the  property. 

The  lesson  is:  Don't  kill  CBOs.  The  lesson  is:  Get  CBOs  up  to 
where  they  can  function  successfully  as  a  business  and  do  as  well 
as  any  otner  organization  getting  funds  and  successfully  using 
them  in  EDA  programs. 

Strong  incentives  should  be  created  within  EDA  programs  for 
local  government  and  economic  development  districts  to  work  close- 
ly together  with  CBOs  and  nonprofits.  If  you  can  plan  together,  I 
think  you  can  help  each  other.  You  can  maximize  available  re- 
sources and  I  think  you  can  help  local  delivery  and  community  de- 
livery in  a  much  better  way. 

The  third  recommendation  is  EDA  grant  approval  procedure 
should  be  streamlined  and  shortened  and  regulations  loosened  to 
allow  for  more  effective  programs.  I  could  spend  time  with  personal 
experience  explaining  how  those  are  very  important  to  me  right 
now  and  the  people  I  work  with  in  the  city  of  Newport  News,  but 
time  doesn't  permit. 

It  would  be  important  to  entities  that  use  the  EDA's  pro-ams 
if  the  Department  of  Commerce  programs  were  somehow  joined 
and  the  EDA  would  assist  these  entities  in  organizing  and  prepar- 
ing for  the  myriad  of  other  Commerce  and  Commerce-linked  pro- 
grams, such  as  the  Advanced  Research  Projects  Agency. 

In  conclusion,  QED  supports  the  continuation  of  the  U.S.  Eco- 
nomic Development  Administration  through  reauthorization  legis- 
lation that  would  give  it  permanence,  very  important  to  get  morale 
going  again,  and  the  ability  to  develop  long-term  policies  and  a 
strong  programmatic  focus. 

The  work  that  EDA  has  been  doing  is  important  to  many  dis- 
tressed communities  in  regions  across  the  country.  This  is  particu- 
larly true  as  this  Nation  competes  on  global  markets.  And,  by  the 
way,  I  would  add,  and  goes  through  defense  conversion. 
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Mr.  Chairman,  I  thank  you  for  this  opportunity. 

[The  prepared  statement  of  Paul  Miller  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Mr.  Miller. 

And  now  we  have  I  guess  one  of  our  recurring  visitors.  Dr.  Rob- 
ert Atkinson,  Senior  Analyst,  Industry,  Technology  and  Employ- 
ment Program,  Office  of  Technological  Assessment. 

STATEMENT  OF  DR.  ROBERT  ATKINSON,  SENIOR  ANALYST,  IN- 
DUSTRY, TECHNOLOGY  AND  EMPLOYMENT  PROGRAM,  OF- 
FICE OF  TECHNOLOGY  ASSESSMENT 

Mr.  Atkinson.  Thank  you  very  much,  Mr.  Chairman.  It  is  a 
pleasure  to  be  here  again. 

I  just  want  to  mention  that  the  remarks  I  will  make  today  on 
EDA  are  based  in  large  part  on  an  OTA  report,  "After  the  Cold 
War:  Living  With  Lower  Defense  Spending." 

EDA  does  provide  valuable  assistance  to  help  communities  and 
regions  to  respond  to  economic  distress.  But  its  performance  could 
be  significantly  strengthened.  I  want  to  point  out  four  major  prob- 
lems with  EDA's  current  performance  and  then  suggest  several  op- 
tions that  Congress  might  consider  to  improve  that. 

First,  as  the  subcommittee  heard  last  week,  economic  develop- 
ment has  shifted  away  from  costly  construction-based  infrastruc- 
ture recruitment  type  efforts  to  more  innovative  technology-based 
efforts,  venture  capital  efforts,  industrial  service  programs,  and  the 
like.  EDA  has  generally  been  slow  to  move  toward  supporting  these 
new  efforts. 

Second,  when  EDA  was  established  it  helped  create  and  fund  ap- 
proximately 300  economic  development  districts  [EDDs].  At  the 
time  there  was  little  institutional  capacity  in  those  regions  to  do 
economic  development. 

That  has  changed  today.  There  are  a  wide  number  and  diversity 
of  economic  development  organizations  in  addition  to  EDDs.  And 
yet  EDA  has  been  slow  to  recognize  this  change  and  support  these 
organizations.  And,  in  particular,  I  think  these  organizations  have 
a  role  to  play  as  economic  development  moves  away  from,  as  I  said, 
the  traditional  approach,  moving  more  toward  approaches  that 
interact  directly  with  industry  and  business,  either  with  capital 
programs  or  industrial  services  programs. 

I  think  it  is  important  that  organizations  that  do  that  have  a 
fairly  deep  knowledge  of  the  private  sector.  Sometimes  even  private 
sector  organizations  themselves  that  play  this  role. 

Third,  as  several  of  the  panelists  have  mentioned,  prompt  Fed- 
eral response  is  a  key  to  dealing  with  economic  distress,  particu- 
larly with  dislocation.  And  yet  the  EDA  grants  process  is  overly 
complicated  and  very  lengthy. 

For  example,  and  I  recognize  this  is  somewhat  out  of  date,  but 
when  we  looked  at  it  in  our  report,  the  average  time  of  response 
from  the  application  to  either  award  or  denial  for  the  EDA  Title 
IX  SSED  Program  was  292  days.  That's  almost  close  to  a  year  for 
the  Sudden  and  Severe  Economic  Distress  Program. 

We  looked  at  one  city  which,  albeit  is  somewhat  atypical,  which 
took  8  years  between  the  time  of  the  initial  layoffs  and  the  time 
they  finally  got  turned  down  for  an  EDA  implementation  grant. 
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And  one  of  the  reasons  they  got  turned  down  was  that  they 
couldn't  target  the  dislocated  workers  after  5  years  and,  second,  the 
economic  conditions  in  that  part  of  the  county  had  improved  a  little 
bit. 

I  admit  that's  an  isolated  case.  But  I  think  it  indicates  the  na- 
ture of  the  problem  of  the  overly  complicated  and  hierarchical  EDA 
grants  process. 

Finally,  as  a  couple  of  the  panelists  have  mentioned,  there  are 
thousands  of  economic  development  organizations  in  the  United 
States  today.  Only  a  small  share  of  those  have  pioneered  these  new 
innovative  approaches.  The  majority  still  tend  to  support  tradi- 
tional economic  development  programs.  Some  of  these  organiza- 
tions are  effective  but  I  think  they  could  be  more  effective  if  they 
were  brought  up  to  speed  and  up  to  date  with  these  newer 
approaches. 

But  because  EDA's  principal  function  is  to  provide  grants,  and 
the  grants  often  reinforce  traditional  practices,  EDA  has  done  little 
to  encourage  these  thousands  of  organizations  to  adopt  best 
practices. 

What  can  EDA  do  or  what  can  Congress  do? 

First,  and  again  I  mentioned  this  last  week  in  my  testimony,  I 
think  a  critical  problem  is  the  fact  that  a  large  share  of  the  funds 
now  are  in  Title  I  and  that  is  limited  to  infrastructure  funding 
principally.  Congress  may  need  to  open  that  up,  either  broaden  the 
definition  of  eligible  activities  or  maybe  move  some  more  of  those 
funds  to  Title  IX,  which  is  more  flexible. 

Second,  I  think  EDA  needs  to  become  a  customer-driven  agency 
that's  focused  on  its  customer  needs  and  focused  on  prompt  and 
user-friendly  services.  A  couple  of  things  I  think  Congress  might 
think  about,  one  is  encouraging  EDA  to  decentralize  the  grants 
process.  Right  now  it  goes  through  the  EDRs,  the  regional  offices, 
up  to  EDA  and  then  up  to  the  Secretary's  office  and  then  a  few  of 
the  lawvers  look  at  it.  It's  just  a  very  complicated  process  that 
causes  delays. 

Pursue  a  slightly  more  fundamental  change,  Congress  might  con- 
sider a  program  wnere,  instead  of  EDA  funding  these  organizations 
directly,  they  could  establish  a  pilot  regional  development  program 
to  fund  State  regional  development  programs.  This  might  get  away 
from  some  of  these  delays  and  bureaucratic  inflexibility. 

Third  and  finally,  I  think  EDA  needs  to  develop  and  implement 
a  strategy  that  will  help  move  the  overall  economic  development 
system  in  the  United  States  toward  best  practice  approaches.  We 
could  do  this  in  several  ways.  One,  possibly  funding  an  office  of 
strategic  economic  development  that  studies  best  practices,  sup- 
ports rigorous  demonstration  and  evaluation,  and  disseminates  this 
information  across  the  country. 

In  summary,  I  think  EDA  has  an  important  role  to  play.  But  un- 
less it  reinvents  itself  and  becomes  a  customer-driven,  catalytic  or- 
fanization,  its  effectiveness  throughout  the  rest  of  the  decade  will 
e  limited. 

Thank  you. 

[The  prepared  statement  of  Robert  Atkinson  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Doctor. 


99 

Now  we  have  Mr.  Brandon  Roberts,  president,  Brandon  Roberts 
&  Associates,  Baltimore,  Maryland.  Mr.  Roberts. 

STATEMENT  OF  BRANDON  ROBERTS,  PRESIDENT,  BRANDON 
ROBERTS  &  ASSOCIATES,  BALTIMORE,  MD 

Mr.  Roberts.  Thank  you,  Mr.  Chairman.  I  am  honored  and 
pleased  to  participate  in  your  hearings  on  renewing  the  Economic 
Development  Administration.  I  believe  these  hearings  really  rep- 
resent a  gpreater  issue  than  just  the  future  of  EDA.  In  essence,  by 
focusing  on  EDA,  you  really  are  asking  about  the  future  Federal 
role  in  economic  development.  It  is  in  that  context  that  I  offer  my 
remarks  today. 

I  would  like  to  communicate  what  I  believe  are  four  key  realities 
that  reflect  the  current  status  of  economic  development  across  the 
country.  I  offer  these  four  realities  and  hope  that  they  can  provide 
a  framework  for  your  deliberations  in  renewing  the  Federal  Gov- 
ernment's role  in  economic  development. 

I  will  say  that  I've  come  up  with  these  four  realities  based  on  my 
experience,  which  includes  having  worked  on  and  off  for  7  years  at 
the  Economic  Development  Administration  and  in  the  recent  4 
years  as  a  consultant  working  with  State  and  local  governments 
across  the  country  doing  economic  development. 

Let  me  get  to  the  four  realities.  The  first  one  is  economic  devel- 
opment now  means  addressing  two  different  but  interdependent 
goals,  economic  equity  and  business  competitiveness.  Each  of  these 
goals  require  careful  individual  consideration  relative  to  local  con- 
ditions and  needs.  Most  often  they  require  different  policies,  strate- 
gies, and  program  tools  to  accomplish  meaningful  results. 

This  does  not  mean  that  they  are  mutually  exclusive;  it  means 
that  a  conscious  effort  must  be  made  to  integrate  those  different 
policies  in  order  to  accomplish  meaningful  results.  Unfortunately, 
very  few  Federal  programs  and  State  and  local  programs  con- 
sciously recognize  the  distinction  of  these  two  goals  and  develop 
programs  accordingly. 

You  did  ask  in  your  questions  about  the  issue  of  empowerment 
zones.  I  will  note  that  I  am  now  consulting  for  the  city  of  Balti- 
more, helping  prepare  their  empowerment  zone  application.  I 
would  commend  the  guidelines  for  that  program  in  that  they  force 
localities  to  think  for  one  of  the  first  times  about  how  to  make  the 
linkage  between  business  competitiveness  and  economic  equity  is- 
sues. In  that,  I  think  they  have  done  a  very  good  job  of  pusning 
cities  in  the  right  direction.  I  would  hope  that  EDA  would  begin  to 
think  about  that  as  well  in  the  future. 

The  second  reality  I  would  identify  is  addressing  economic  needs 
requires  an  array  of  program  tools.  I  think  one  of  the  success  sto- 
ries of  the  1980's  is  the  significant  innovation  that  occurred  in  the 
field  of  economic  development.  Microloan  programs,  technology  and 
product  development  programs,  the  birth  of  community  economic 
development  corporations,  all  those  tools  blossomed  and  really 
came  to  the  fore  in  the  1980's. 

Unfortunately,  I  think  there  are  two  issues  that  are  related  to 
that.  The  first  is  that  very  little  strategic  analysis  and  planning 
takes  place  that  actually  drives  the  use  of  those  tools.  Essentially, 
we  have  a  variety  of  tools  that  are  out  there  and  folks  do  not — ^have 
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not  yet  developed  a  real  understanding  of  how  to  identify  the  needs 
and  relate  the  needs  and  opportunities  to  the  strategic  use  of  those 
tools. 

Federal  and  State  planning  programs  often  have  very  little  con- 
nection to  the  actual  programs  and  projects  that  they  are  funding. 
Planning  is  done  on  one  side  and  projects  are  funded  on  another. 
I  think  that  is  a  very  unfortunate  situation. 

The  second  reason  I  think  that  little  connection  has  been  made 
is  a  point  that  was  made  earlier  by  DeWitt  John,  and  that  is  the 
categorization  of  programs.  Often,  policymakers  identify  a  need  and 
then  we  place  or  respond  to  that  need  by  developing  a  new  pro- 
gram that  has  very  specific  requirements  that  localities  have  to 
meet  in  order  to  get  those  dollars. 

I  think  that  the  structure  of  EDA's  Title  IX  Program  represents 
a  good  example  of  a  flexible  program  that  allows  communities  to 
come  in  and  identify  and  apply  for  a  variety  of  different  tools.  The 
proof  of  need  is  in  their  strategy  and  what  they  propose  to  do 
rather  than  their  ability  to  work  through  some  programmatic 
requirements. 

The  third  realitv  I  would  identify  is  that  State  and  local  organi- 
zations have  developed  formidable  capacities  for  economic  develop- 
ment. I  think  that  is  very  important  in  thinking  through  the  new 
Federal  role  in  economic  development.  Two  issues,  I  think,  surface 
in  that  respect. 

First  is  that  if  the  Federal  Grovernment  is  really  to  assume  a 
leadership  position  in  the  field  of  economic  development,  it  has  to 
rationalize  its  own  house  in  the  sense  of  who  does  economic  devel- 
opment. I  would  urge  you  to  begin  thinking  about  consolidating  the 
variety  of  development  programs  across  the  Federal  Government 
into  one  agency  or  council  or  something  of  that  nature. 

I  identify  in  my  written  testimony  at  least  eight  agencies  that 
conceivably  operate  economic  development  programs.  I  had  the  op- 
portunity this  past  summer  to  provide  some  assistance  to  Vice 
President  Gore's  Reinventing  Government  effort  in  economic  devel- 
opment, where  we  actually  proposed  consolidating  a  variety  of 
these  programs.  Unfortunately  that  idea,  while  initially  endorsed 
and  accepted,  met  stiff  resistance  when  various  cabinet  and  agency 
directors  recognized  that  we  were  talking  about  taking  their  re- 
sources and  putting  them  someplace  else. 

The  second  issue  that  I  think  the  Federal  GrOvernment  must  ad- 
dress if  it  is  going  to  assume  a  leadership  position  is  trying  to  deal 
with  the  issue  that  someone  mentioned  earlier,  and  that  is  the 
fragmentation  of  capacity  that  exists  at  the  local  level. 

The  most  serious  issue  afflicting  many  local  communities  is  not 
the  absence  of  economic  development  capacity,  it  is  the  prolifera- 
tion of  capacity.  You  don't  know  who  to  turn  to  if  you  are  a  busi- 
ness trying  to  find  out  whether  vou  get  a  loan  here,  management 
assistance  there.  You  are  going  all  over  the  place. 

One  of  the  few  things  that  I  think  the  Federal  Government  can 
do  is  to  help  rationalize  economic  development  capacity  at  the 
State  and  local  level. 

Finally,  I  think  a  key  need — and  Rob  referred  to  this  as  well — 
in  economic  development  is  more  support  for  research,  training, 
demonstrations,  and  evaluations.  In  essence,  what  we  did  in  the 
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1980's  was  let  1,000  flowers  bloom.  Everyone  got  into  economic  de- 
velopment, a  lot  of  innovation.  But  we  have  really  spent  very  little 
time  trying  to  understand  what  works  and  why  it  works  and  be 
able  to  provide  that  type  of  insightful  information  to  the  practition- 
ers out  in  the  field. 

I  would  point  out  that  the  EDA  has  no  budget  for  doing  economic 
development  evaluations.  It  has  a  very  paultry  research  budget 
when  it  actually  has  one.  If  there  is  anything  that  I  would  suggest 
in  terms  of  the  one  area  that  the  Federal  Government  have  pri- 
mary responsibility  for,  I  believe  that  it  should  be  the  fostering  of 
the  knowledge  of  what  constitutes  effective  economic  development. 

[The  prepared  statement  of  Brandon  Roberts  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much,  Mr.  Roberts. 

Finally,  we  will  hear  from  Mr.  Greg  Frisby,  chief  executive  offi- 
cer, Frisby  Technologies,  Freeport,  New  York.  Mr.  Frisby,  if  you 
could  please  summarize  in  3  to  5  minutes,  we  would  appreciate  it. 

STATEMENT  OF  GREG  FRISBY,  CHIEF  EXECUTIVE  OFFICER, 
FRISBl  TECHNOLOGIES,  FREEPORT,  NY 

Mr.  Frisby.  First  of  all,  I  would  like  to  thank  you  for  the  oppor- 
tunity to  represent  industry,  and  most  specifically,  small  business 
in  this  process. 

I  represent  Frisby  Airborne  Hydraulics,  which  is  a  "success- 
fully"— I'll  put  that  in  quotes— diversified  aerospace  company,  hav- 
ing moved  from  90  percent  military  to  75  percent  commercial.  I 
also  run  Frisby  Technologies,  which  focuses  on  commercializing 
technologies  from  a  variety  of  R&D  sources,  including  government 
labs,  defense  contractors,  and  SBIR  Program  winners,  bringing 
them  to  commercial  and  military  markets. 

In  addition,  I  wear  a  third  hat  as  ADD  APT  chairman.  ADDAPT 
is  a  good  abbreviation  for  a  lengthy  acronym—the  Aerospace  and 
Defense  Diversification  Alliance  in  Peacetime  Transition.  I  won't 
quiz  anyone  on  that  later. 

Fundamentally,  it  is  125  small-  to  medium-sized  aerospace  com- 
panies who,  for  the  first  time  have  come  together  strictly  to  address 
the  specific  challenges  related  to  defense  conversion.  There  are  very 
unique  challenges,  and  obviously  we  think  we  can,  with  a  unified 
voice,  do  more  with  it. 

Additionally,  in  my  spare  time  I  chair  the  SBDC  National  Advi- 
sory Board  as  the  Small  Business  Administration's  Small  Business 
Development  Center  Program.  In  that  capacity,  I  get  to  visit  a  lot 
of  States  and  certainly  see  what  they  are  doing  in  economic 
development. 

My  expertise  and  emphasis,  I  would  say,  would  be  defense  con- 
version and  technology  transfer  issues.  Having  experienced  defense 
conversion  and  currently  experiencing  technology  transfer,  I  can 
say  that  access  to  capital  is  the  number  one  roadblock  to 
conversion. 

But  first,  as  a  sidenote,  your  leadership  on  the  secondary  market 
initiatives  that  you  have  lead,  H.R.  2600,  is  terribly  important  to 
those  of  us  in  the  small  business  community  and  a  very  welcome 
addition  to  the  world  of  financing. 
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I  do  believe  there  is  a  complementary  role  for  EDA  in  that  proc- 
ess, and  I  can  get  into  that  later,  but  certainly  that,  from  my  view, 
and  from  the  views  of  125  organizations  in  ADDAPT,  capital  is  the 
number  one  issue  to  be  addressed. 

In  general,  I  will  say  the  goals  that  I  would  have  to  reauthoriz- 
ing EDA  would  include  complementing  and  not  duplicating  existing 
programs,  and  to  increase  the  user-friendliness  of  the  programs. 
My  testimony  cites  an  example  of  a  New  York  State  EDA  grant  for 
diversification  that  really  was  not  as  well  directed,  perhaps,  as  it 
could  have  been.  Perhaps  involving  the  end  user  in  the  application 
process  might  turn  out  to  be  an  interesting  way  to  avoid  misdirec- 
tion. 

An  emphasis  on  increasing  resultant  jobs  in  industry,  not  nec- 
essarily on  the  government  level,  job  retention  and  stimulation — 
make  that  the  key  of  Economic  Development  Agency  programs. 
That  would  be  key  from  my  perspective,  and  most  importantly, 
with  a  supplemental  focus  on  that  working  capital  issue. 

Thank  you  very  much  for  the  opportunity  to  speak  today. 

[The  prepared  statement  of  Greg  Frisby  can  be  found  in  the 
appendix.] 

Chairman  Kanjorski.  Thank  you  very  much. 

Mr.  Frisby,  if  I  could  ask  you,  what  is  the  Small  Business  Devel- 
opment Center? 

Mr.  Frisby.  The  Small  Business  Development  Center  is  a  junior 
SBA  congressional  program.  It  is  a  network  of  centers  located  or 
housed  in  imiversities  and  community  colleges  around  all  50 
States. 

Chairman  Kanjorski.  It  is  a  national  Ben  Franklin? 

Mr,  Frisby.  It  is  a  Federal/State  matching  program.  Yes,  I  think 
that  is  one  of  the  centers. 

Chairman  Kanjorski.  I  want  to  yield  to  my  colleague  from  New 
Jersey  in  just  one  second,  but  where  is  the  match  between  business 
and  academia?  I  never  did  quite  understand.  Is  there  something 
that  I  am  missing — are  academics  better  business  people? 

Mr.  Frisby.  Well,  the  administration  certainly  feels  there  is  one 
with  their  new  SBTTR,  where  you  combine  small  businesses  and 
universities  on  research  efforts. 

Basically,  the  reason  they  were  chosen,  in  my  estimation,  not 
having  been  there  at  the  beginning  of  the  program,  was  strictly  for 
geographical  reasons.  They  are  well  dispersed  community  colleges 
and  the  like.  There  is  also  a  technical  resource  there.  That  is  fim- 
damentally  it. 

Chairman  Kanjorski.  Mrs.  Roukema. 

Mrs.  Roukema.  Mr.  Chairman,  you  embarrass  me.  I  only  came 
in  at  the  end  of  this  discussion  and  I  am  trying  to  catch  up.  I  did 
want  to  attend  here  today,  even  if  only  for  a  short  time,  to  dem- 
onstrate my  interest  in  the  work  that  you  are  doing  here. 

I  have  otherwise  been  preoccupied  with  responsibilities  on  labor 
management  in  the  health  care  issue.  I  think  you  have  heard  of  the 
health  care  issue. 

Chairman  Kanjorski.  You  take  care  of  health  care. 

Mrs.  Roukema.  But  this  is  an  extremely  important  issue.  It  is  an 
issue  important  for  all  of  us  in  the  Northeast  and  certainly  in  New 
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Jersey.  So,  I  wanted  to  be  here  at  least  to  again,  as  I  said,  dem- 
onstrate interest  and  concern. 
I  did  note,  Mr.  Chairman,  in  your  opening  comments  —  and  I  am 

foing  to  leave  time  for  further  discussion  from  our  panelists  here, 
ut  vour  opening  comments  made  reference  to  the  fact  that  there 
has  been  a  traditional  emphasis  on  public  works  infrastructure  and 
that  perhaps  this  is  the  time  that  we  should  be  expanding  our  con- 
cerns into  equity  financing. 

I  am  all  for  that.  But  I  think  we  are  putting  two  competing  dire 
needs  against  each  other.  I  don't  know  how  we  quite  reconcile  that. 
I  certainly  know  that  New  Jersey — and  it  is  probably  typical  of  all 
of  the  Northeast — we  have  a  backlog  of  neglected  infrastructure 
problems. 

But  I  do  agree  with  the  thrust  of  the  questions  that  we  are  ask- 
ing here  in  terms  of  doing  more  for  equity  financing  and  industrial 
services,  and,  of  course,  the  redevelopment  that  our  last  panelist 
spoke  of,  the  development  centers,  and  the  need  for  working  cap- 
ital. I  did  take  note  of  that. 

Thank  you,  Mr.  Chairman. 

Chairman  Kanjorski.  Thank  you,  Mrs.  Roukema. 

Let  me  ask  a  broad  question  here.  Is  anybody  aware  of  a  com- 
puter model  that  has  been  constructed  in  the  country  taking  into 
consideration  all  of  the  elements  that  make  up  economic  develop- 
ment so  that  we  could  have  something  that  we  could  creatively 
judge  success  against? 

Is  anyone  doing  anything  like  this? 

Mr.  McManus.  Mr.  Chairman,  I  noted  briefly  in  the  introduction 
in  what  we  call  the  Mayor's  Forum.  It  is  an  aggregation  of  pro- 
grams that  have  been  brought  together  and  coordinated  in  a  data 
base  for  specific  model  simulations  that  are  shared  with  other  ju- 
risdictions. Certainly,  as  I  have  noted,  it  has  information  that  we 
could  make  available  on  that  specifically. 

But  we  are  very  much  in  favor  of  the  OEC  because  it  does  bring 
that  coordinated  approach  to  programs.  We  would  certainly  be 
happy  to  make  available  our  resources  to  that  process. 

Chairman  Kanjorski.  Why  is  that  only  on  the  conversion?  Why 
has  it  not  been  expanded  to  include  all  of  them? 

Mr.  McManus.  Well,  to  be  honest,  in  my  opinion  —  and  this  is 
a  personal  opinion — the  greatest  problem  we  have  is  that  lack  of 
coordination  because  there  are  so  many  different  agencies  and  pro- 
grams and  bills. 

Chairman  Kanjorski.  I  am  talking  right  now  with  HUD,  most 
specifically  with  Deputy  Secretary  Cuomo.  In  the  HUD  bill,  about 
6  years  ago  I  was  successful  in  structuring  a  national  inventory  of 
public  works  needs.  We  are  finally  putting  it  in  place  afler  6  years, 
if  you  can  believe  that. 

We  are  asking  every  community  to  make  a  wish  list;  if  they  had 
all  the  money  in  the  world,  what  would  they  want  to  invest  in — 
in  the  nature  of  public  works  and  structures  and  infrastructure — 
how  would  they  carry  that  out,  if  it  were  funded. 

Part  of  this  is  to  look  at  lessening  the  curve,  economically.  It 
seems  to  me  public  investment  should  run  out  when  we  are  in  an 
economic  downturn  and  recession.  We  will  get  the  best  bang  for  the 
dollar. 
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But  as  we  get  toward  recovery,  we  should  pull  back  our  funds 
and  let  the  natural  market  forces  take  care  of  themselves.  The  em- 
phasis should  be  placed  on  the  private  side.  We  are  doing  that. 

In  fact,  we  tend  to  exacerbate  the  problem  because,  by  the  time 
the  congressional  program  gets  out  there,  in  18  months,  we  are 
usually  already  in  recovery  at  that  point.  We  get  a  terrible  result. 

But  worse  tnan  that,  we  have  no  coordination.  Sometimes  our 
streets  do  not  connect,  if  you  know  what  I  mean.  I  mean,  we  are 
coming  together  like  this.  I  have  noticed  that  over  the  years  in  in- 
frastructure, housing,  public  improvements. 

Within  the  next  year  we  hope  to  have  a  total  computer  model 
and  have  information  input  from  all  over  the  country  that  we 
would  be  able  to  project  up  on  the  screen — everything  from  the  cen- 
sus level  even  to  the  infrastructure  overlays,  to  where  the 
steampipes,  gaslines  are.  The  entire  country  will  be  computerized. 

Now,  what  we  are  looking  at  is,  if  that  is  a  good  tool  for  HUD — 
and  I  think  it  is — why  is  it  not  a  good  tool  for  economic  develop- 
ment? Should  there  not  be  one  national  repository  of  information 
available  to  the  Congress  so  that  when  we  are  working  with  the 
administration  we  can  pull  up  information  on  these  areas? 

I  have  not  seen  anything  like  that.  I  have  seen  some  States  like 
South  Carolina  that  have  an  excellent  economic  development  com- 
puter program. 

In  going  around  the  country  and  studying  some  of  these  areas, 
I  am  acutely  aware  that  what  the  right  hand  is  doing,  the  left  hand 
has  absolutely  no  knowledge  of  Sometimes  it  is  in  direct  contradic- 
tion to  it. 

I  do  not  know  how  we  can  have  a  good  economic  development 
policy  anywhere  in  the  country  if  we  do  not  take  into  consideration 
things  like  transportation,  communication.  I  could  go  on  and  on. 

To  give  you  a  perfect  example,  in  Mrs.  Roukema's  district  and 
my  district,  it  costs  more  to  fly  to  my  district  than  it  does  to  Frank- 
fort, Germany.  Now,  why  in  the  world  would  anybody  want  to  put 
an  industry  that  requires  fast  transportation  of  highly  talented 
people  in  my  district? 

We  just  completed — ^because  I  have  listened  to  people  talk  about 
an  industrial  park — ^you  will  enjoy  this.  Marge — an  industrial  park. 
We  acquired  surplus  land  from  the  Commonwealth,  200  acres,  for 
$1  million  roughly,  put  infrastructure  of  another  $1  million  into  it, 
and  then  succeeded  in  locating  a  business  park  of  about  1  hundred 
million  dollars'  worth  of  development  committed  to  the  park.  Then 
we  found  out  that  we  have  a  traffic  problem — we  cannot  get  people 
on  the  Interstate  Highway  System  to  pass  by  the  park  until  we 
make  an  investment  of  $10  or  $12  million  for  flyover  ramps.  That 
Interstate  Highway  System  had  just  been  remodeled  a  year  before. 

If  anyone  in  their  right  mind  had  bothered  to  look  up  and  say, 
"Gee,  tney  are  building  an  industrial  park  up  here  and  they  are 
going  to  move  several  thousand  people  in  by  car."  That  is  one  of 
the  obvious  reasons  they  located  it  there,  the  interstate  highway. 
When  we  build  the  system  should  we  not  take  into  consideration 
these  people  that  have  to  get  to  this  park? 

Transportation  and  economic  development,  they  are  as  different 
as  oil  and  water.  Until  we  get  some  coordination,  it  seems  to  me 
we  are  going  to  spend  an  awnil  lot  of  bucks  for  a  bad  bang. 
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Do  we  have  a  model?  I  guess  the  mayor's  one  example  is  the  only 
model  anyone  knows  of.  Should  government  be  so  intrusive  into  the 
private  sector  business  that  they  find  out  who  is  doing  what, 
where,  when,  and  under  what  circumstances  they  are  doing  it,  and 
what  are  their  future  expectations?  Is  that  a  legitimate  role  for  the 
Federal  Government? 

Mr.  McManus.  I  think  it  is  in  the  sense  that  at  the  local  level 
we  have  to  get  involved  with  the  business  sector.  They  have  to 
come  to  us  for  all  of  their  plans  and  programs.  And  we  try  to  work 
with  the  Federal  level  with  the  programs.  And  many  times  what 
we  are  doing  at  the  local  level  just  doesn't  translate  into  the  types 
of  concerns  you  have. 

We've  gone  from — we  have  Greneral  Electric  in  my  city  where 
they  build  aircraft  engines.  It  has  gone  from  15,000  to  6,000  em- 
ployees because  of  the  downsizing  of  defense.  And  we  don't  have  a 
highway  near  us  and  we  just  can't  get  people  in  and  out.  So  we 
have  a  very  similar  problem  for  our  attracting  businesses. 

And  I  don't  see  how  we're  going  to  function  and  address  an  issue 
like  that  without  the  assistance  of  Federal  officials  and  friends. 
And  I  don't  see  how  you  can  in  turn — ^how  we  can  go  to  you  and 
ask  for  resources  without  your  expecting  the  open  presentation  of 
what  we  need,  why  we  need  it  and,  more  importantly,  why  it  may 
benefit,  far  beyond  our  borders,  the  region. 

So  I  think — I  had  the  opportunity  to  hear  Secretary  Reich  several 
weeks  ago  in  front  of  one  of  the  Senate  committees  on  the  Reem- 
ployment Act.  And  he  addressed  that  specifically,  that  issue  about 
the  one-stop  shopping  for  employment  programs.  There  are  44  sep- 
arate programs  and  entry  points  all  over  the  place  very  similar  to 
what  we  face  here. 

And  I  think  practically  it  would  help  all  of  us  immeasurably  to 
have  that  one-stop  concept,  a  central  entry  point.  And  in  this  case 
perhaps  for  the  information  and  the  programs,  have  that  central 
clearing  house  and  be  guided  fairly  specifically  depending  on  the 
need.  Because  there  is  a  tremendous  waste  of  resources  and  a  lack 
of  coordination  all  around  that  occurs  because  we  don't  have  that 
coordination. 

Chairman  K^^JORSKI.  How  would  you  go  about  structuring  a 
one-stop  shopping  of  Federal  agencies?  Would  you  start  a  kiosk  op- 
eration to  bring  multiple  departments,  multiple  agencies,  m-ultiple 
bureaus  under  one  umbrella?  Would  you ■ 

Mr.  Miller.  If  I  may,  Congressman,  your  question  suggests  that 
we  need  better  organization  than  we  have.  Aiid  perhaps  oetter  or- 
ganization than  we  want. 

I  think  only  from  State  planning  from  top  down  would  you  ever 
get  a  much  more  efficient — on  paper  and  not  in  practice — a  much 
more  efficient  machine. 

I  have  only  worked  in  my  community  about  7  years  and  I  have 
gone  through  three  different  city  councils  and  each  one  has  its  own 
focus.  And  you  multiply  that  by  the  tens  of  thousands  of  commu- 
nities in  this  country,  the  3,100  counties  and  the  50  States.  And 
I  suggest  that  to  ride  that  many  horses  would  be  a  very  difficult 
effort. 

So  I  like  a  little  bit  of  confusion.  However,  on  a  national  level, 
I  would  like  to  have  data  available  to  me,  I  would  like  to  have  or- 
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ganizations  available  to  me  through  whom  I  can  lobby  or  from 
whom  I  can  get  guidance.  I  would  like  to  know  State,  national,  and 
regional  general  goals  that  might  benefit  my  community,  and  I 
think  we  are  doing  that. 

But  I  think  so  much  of  community  development  is  from  bottom 
up.  I  mean,  we  all  know  communities  that  have  gone  from  growth 
to  nongrowth  and  back  to  growth  and  nongrowth  and  back  and 
forth.  And  to  trv  to  have  a  consistent  national  model,  I  think,  well, 
I  frankly  wouldn't  want  it.  It  suggests  somebody  is  going  to  have 
the  power  to  tell  me  how  to  behave. 

Chairman  Kanjorski.  Well,  not  a  national  model.  But  I  am  talk- 
ing about  the  capacity  to  take  an  equation,  such  as  Mr.  Frisby  is 
talking  about,  whether  it  be  an  equation  for  every  different  region 
in  the  country  or  for  every  different  State  in  the  country  and  judge 
its  success  nationally. 

When  we  decide  to  commit  5  or  10  years  of  Federal  and  State 
funding  to  an  area,  there  has  to  be  some  sort  of  coordination  of 
where  it  is  going,  how  it  is  going,  and  what  its  relationship  is  to 
the  various  funds  or  agencies  involved.  And  then  we  need  a  way 
of  judging  success. 

I  sat  back  the  other  day  and  I  asked  a  question.  Now,  I  am  a 
great  believer  in  economic  development  and  I  believe  Federal  and 
State  governments  playing  a  role  in  it.  But  I  am  wondering  wheth- 
er it  would  just  be  better  to  let,  you  know,  Topsy  grow  and  then 
Topsy  will  tell  us  where  the  highways  should  be  and  where  the  in- 
dustrial parks  should  be. 

Everybody  wants  to  sustain  the  existence  of  a  community,  but 
that  sort  of  presupposes  that  every  community  should  continue  its 
existence.  And  we  know  from  our  own  history  that  some  commu- 
nities died  and  were  left  to  die,  particularly  the  mining  commu- 
nities of  the  West.  And  that  was  hell.  But  can  you  imagine  if 
Silverado,  Colorado — I  mean,  I  do  not  know  if  there  is  a  Silverado, 
Colorado 

Mrs.  ROUKEMA.  That's  a  bad  choice  of  reference.  Let's  forget 
Silverado. 

Chairman  Kanjorski.  Silvertown,  Colorado,  or  Utah,  the  city  fa- 
thers got  together  in  1845  when  they  closed  the  mine  down  and 
they  made  an  application  to  the  Federal  Government  to  get  a  grant 
because  they  felt  they  wanted  to  stay  together,  and  they  decided 
that  they  could  bag  sand  or  something.  I  do  not  know  what  the  hell 
they  could  do. 

And  they  stayed  indefinitely  selling  sand,  pretty  poverty  stricken, 
pretty  poor,  not  too  successful.  But  they  probably  could  have  sur- 
vived for  100  years. 

Would  it  have  been  better  to  just  let  them  die?  Everybody  leaves 
town  and  the  last  person  out  of  town  turns  the  lights  out?  Or  does 
every  community  have  an  inalienable  right  to  continue  to  exist 
even  in  poverty,  strife,  and  at  the  terrible  expense  of  largesse  from 
a  governmental  entity. 

Mr.  Frisby.  I  think  so. 

Chairman  Kanjorski.  They  have  a  right  to  survive? 

Mr.  Frisby.  To  try. 

Mr.  Roberts.  Mr.  Chairman,  if  I  could,  on  the  issue  of  coordina- 
tion, I  think  we  now  have  about  10  years  of  experience  of  folks  at 


107 

the  local,  State  level,  even  the  national  level,  trying  to  accomplish 
coordination,  whether  it  be  in  the  field  of  economic  development, 
job  training,  social  services. 

I  was  struck  several  years  ago  by  a  definition  that  someone  gave 
me  of  coordination.  It's  an  unnatural  act  between  nonconsenting 
adults. 

I  think  where  we  find  that  coordination  does  work  is  when  you 
have  people  who  really  try  hard  and  it's  personalities  that  make  it 
happen.  Unfortunately,  when  those  personalities  leave  the  coordi- 
nation disappears. 

In  my  remarks,  as  I  mentioned  earlier,  one  of  the  things  that  I 
would  encourage  you  to  think  about,  particularly  given  your  leader- 
ship position  here,  is  looking  at  bringing  the  vast  variety  of  Federal 
economic  development  programs  under  one  roof.  I  think  that  goes 
a  long  way  to  removing  the  issue  of  coordination  as  a  stumbling 
block.  I  also  think  it  can  be  done  in  a  way  that  is  not  top  down. 
You  can  develop  a  system  where  you  are  relying  on  the  local  com- 
munities and  the  States  to  actually  identify  what  they  are  doing 
and  the  Federal  role  is  really  to  support  that  with  resources,  with 
information  and  with  leadership. 

But  when  we  have  economic  development  programs  that  are  scat- 
tered across  a  dozen  agencies,  we  are  always  going  to  have  that 
issue  of  fragmentation.  And  I  think  we  are  always  going  to  be 
struggling  to  try  and  make  those  ends  connect.  And  I  think  we  will 
always  fall  short. 

Chairman  Kanjorski.  So  your  answer  is  first  start  off  with  co- 
ordinating at  least  the  agencies  and  the  providers  from  the  Federal 
level. 

If  you  recall  about  5  or  8  years  ago,  we  had  an  overabundance 
of  teachers  in  the  country;  an  overwhelm.ing  number  of  teachers 
were  being  graduated  but  we  did  not  need  them  because  the  popu- 
lations of  young  people  was  going  down.  And  nobody  bothered  to 
look  at  the  statistics  because  they  were  not  readily  available  in  the 
country. 

That  type  of  information  should  be  available. 

I  guess  what  I  am  getting  at  is,  is  it  better  to  give  somebody 
$5,000  or  $10,000  to  relocate  than  to  try  to  sustain.  And  conversion 
offers  that  challenge  today. 

You  know,  we  all  know  why  the  defense  industry  got  to  the 
coasts,  both  the  east  coast  and  the  west  coast,  but  particularly  the 
west  coast.  The  weather  conditions  were  great,  there  was  an  abun- 
dance of  land  out  there,  and  an  abundance  of  resources  geared  to- 
ward defense. 

Just  because  we  have  massive  Air  Force  bases  on  the  west  coast, 
does  not  mean  they  should  be  turned  into  massive  world  class  in- 
dustrial parks. 

Ms.  WoHLBRUCK.  some  people  didn't  get  the  advantage  of  the  de- 
fense boom,  as  you  and  I  know,  Mr.  Kanjorski. 

Chairman  Kanjorski.  That  is  right. 

Ms.  WoHLBRUCK.  I  am  from  Altoona. 

Chairman  Kanjorski.  Right.  Well,  that  is  a  problem  that  we 
have  now  practically  in  Pennsylvania  and  other  States,  like  New 
Jersey. 
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Our  people  say,  "Look,  we  went  into  debt  in  the  United  States 
to  sustain  a  military  base  to  win  the  cold  war.  We  have  now  won 
the  cold  war  and,  in  that  process,  made  California,  Texas,  and  Flor- 
ida very  wealthy.  Because  we  created  infrastructure  to  move  things 
around,  we  infused  a  great  deal  of  money  both  into  the  military  in- 
stallations and  the  manufacturing  industry  to  support  this  military 
buildup. 

Now  it  is  over  and  everybody  says,  we  want  you  to  send  out 
money  to  help  us  sustain  and  convert  to  the  civilian  side. 

And  people  in  my  area  are  saying,  gee,  what  is  this?  We  built 
them  a  world  class  airfield,  now  we  are  going  to  build  them  a  world 
class  industrial  park,  Why  would  people  come  to  Pennsylvania  if 
they  can  go  to  California  and  have  all  these  subsidies?  And  I  agree 
with  them. 

Ms.  WOHLBRUCK.  One  other  thing  I  would  like  to  ask  you  to  do, 
and  Dr.  Glassmeier  said  that  in  the  last  hearing.  People  do  more 
if  they  have  positive  incentives.  You  and  I  have  children.  And  there 
is  always  more  in  incentives  than  in  disincentives.  We  really  did, 
when  we  created  some  of  these  programs,  give  people  encourage- 
ment to  work  together.  Maybe  they  even  got  a  bonus  if  it  was  part 
of  a  coordinated  strategy.  If  your  industrial  park  had  been  really 
thought  through  you  would  have  had  those  off-ramps. 

And  I  really  hope  we  will  get  back  to  that.  People  operate  better 
if  they  have  a  plan.  And  it's  tough,  as  you  know,  when  you  have 
hundreds  of  local  governments,  towns,  counties,  it's  tough  to  get 
them  to  work  together. 

But  I  really  do  think  that's  an  important  part  of  the  Federal  role 
is  to  give  people  incentives  to  work  in  a  comprehensive  way  and 
think  strategically  so  we  are  making  the  best  investments  with 
both  public  and  private  funding. 

Chairman  Kanjorski.  Let  me  ask  a  question  for  the  record. 
Should  we  or  should  we  not  merge  the  conversion  funds  in  with 
regular  economic  development  funds  so  that  the  greatest  need 
areas  end  up  having  a  competition  for  all  the  funds,  or  should  we 
start  breaking  these  funds  down  into  specific  needs  and  categoriz- 
ing as  we  are  starting  to  do  now,  particularly  with  EDA? 

Ms.  WoHLBRUCK.  Well,  we  are  very  concerned  about  that  from  a 
rural  perspective  in  places  like  you  and  I  are  from  and  some  other 
places  that  haven't  benefited  because  we  are  cutting  the  regular 
Title  I  Program.  There  is  an  enormous  backlog  that  was  brought 
out  in  Appropriations  last  week  just  on  the  regular  traditional 
kinds  of  projects. 

Everybody  looks  down  their  nose  at  traditional  projects.  Off- 
ramps  or  four-lane  highways  are  still  very  important  in  many  parts 
of  this  country.  In  addition,  in  the  Northeast,  there  is  the  problem 
of  deterioration.  In  a  lot  of  places  in  rural  areas,  we  never  had  the 
infrastructure  to  begin  with. 

So,  we  are  really  concerned  that  we  are  cutting  the  traditional 
infrastructure  programs.  We  know  about  the  backlog.  You  are 
clearly  aware  of  that  in  this  subcommittee  and  yet,  the  administra- 
tion IS  adding  a  large  pot  of  separate  money  just  for  defense 
conversion. 

So,  our  members  are  very  concerned  about  that  and  share  your 
concern. 
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Chairman  Kanjorski.  I  know  Mr.  Miller  is  going  to  say  some- 
thing about  conversion  monies. 

Ms.  WoHLBRUCK.  I  want  to  hear  your  rationale. 

Mr.  Miller.  Sorry  to  be  so  predictable,  but  it  makes  it  easier  for 
you. 

Ms.  WoHLBRUCK.  Well,  it  is  only  because  you  are  from  Newport 
News. 

Mr.  Miller.  That's  right.  Yesterday  I  had  my  3V2-hour  meeting 
of  the  1995  Committee  of  our  Regional  Planning  Body  on  which  I 
sit. 

I  am  going  to  plead  that  we  are  going  to  go  through  a  very — 
peace  has  many  dividends.  That  one  dividend  can  be  a  real  dif- 
ficulty in  retraining  your  people  and  finding  them  jobs  because  if 
we  don't,  they  are  going  to  move  to  all  the  other  commimities.  So, 
I  am  very  much  in  favor  of  defense  conversion.  It  has  helped  us  be- 
fore. It  is  helping  us  now.  We  are  going  to  continue  to  need  it. 

We  have  not  even  had  half  of  the  impact  that  we  are  going  to 
have  on  our  shipyard  alone,  not  counting  the  other  facilities,  mili- 
tary facilities,  in  the  area. 

I  would  understand  because  I  have  worked  in  rural  areas  as  well. 
I  would  understand  the  need  is  there  for  public  works.  I  need  pub- 
lic works  in  good  times  in  my  community  because  we  are  not  just 
finishing  up.  Ninety  percent  of  our  city  is  developed.  We  still  have 
10  percent  to  go.  That  is  like  a  rural  edge. 

We  have  to  recycle  our  own  neighborhoods.  So  we  want  the  same 
thing. 

Chairman  Kanjorski.  But  are  we  not  picking  winners  and 
losers? 

Mrs.  ROUKEMA.  Mr.  Chairman,  you  are  talking  very  much  like  a 
Republican  here. 

I  am  not  coming  to  any  conclusions  here.  But  I  must  tell  you  that 
you  have  opened  up  a  number  of  whole  new  questions  here  for  my- 
self. They  are  rather  profound  philosophical  questions  as  well  as 
practical,  pragmatic  questions. 

Chairman  Kanjorski.  Let  me  throw  one  more  at  the  panel.  Soon, 
our  committee  will  be  faced  with  catastrophic  insurance.  With  the 
failure  of  Lloyd's  of  London,  the  reinsurance  market  in  the  world 
is  practically  nonexistent.  So  most  large  American  insurance  com- 
panies are  saying  there  is  only  one  person  that  can  give  reinsur- 
ance and  that  is  the  U.S.  Government. 

So  they  come  to  the  U.S.  Government  asking  for  reinsurance  for 
catastrophes  such  as  hurricanes,  tornadoes,  and  earthquakes. 

Now,  what  they  are  asking  us  to  do  is  at  some  certain  point — 
maybe  $25  billion — ^have  reinsurance  kick  in  and  the  Federal  Gov- 
ernment pick  up  any  losses  in  excess  of  $25  billion.  You  could  say, 
"Well,  that  is  pretty  good,  but  there  have  not  been  any  losses  over 
$25  billion  yet."  Yet. 

But  there  are  16  vulnerable  spots  in  the  United  States  that  we 
anticipate  a  disaster  could  cost  in  excess  of  $25  billion.  Hurricane 
Andrew,  if  it  had  been  20  miles  north  from  where  it  was,  would 
have  been  a  $44  billion  disaster,  if  it  hit  Miami/Miami  Beach. 

The  interesting  thing  is  the  insurance  companies  probably  rep- 
resent the  greatest  part  of  the  free  market  system — people  getting 
together,  pooling  their  money  to  support  themselves  in  case  of  dis- 
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aster,  and  wanting  to  be  relatively  unrelated  and  unfettered  by 
government,  and  are  so  on  the  Federal  level. 

We  do  not  know  who  the  State  regulates — we  do  not  know  what 
they  are  doing,  how  they  are  doing  it,  and  to  whom  they  are  doing 
it,  if  I  may  assume  that  they  are  doing  it  to  someone. 

But  they  are  now  coming  in  and  saying,  "Please  take  jurisdiction 
over."  The  State  thinks  that  we  have  to  take  jurisdiction  over  na^ 
tionally  in  order  to  give  them  the  reinsurance.  You  have  to  ask 
yourself,  "Well,  is  that  a  good  public  policy?" 

Up  until  now  the  reason  that  money  flows  into  an  area  is  be- 
cause it  is  economically  sustainable. 

If  insurance  companies  cannot  write  policies  to  cover  losses, 
Miami  Beach  is  not  going  to  double  in  size  anymore  because  to 
build  a  building  in  there  is  going  to  cost  you  too  much  insurance 
wise  in  the  free  market  to  justify  the  investment  of  capital  in  that 
area.  You  are  going  to  go  out  to  New  Jersey,  Pennsylvania,  or  Illi- 
nois, and  that  is  where  you  are  going  to  put  your  facility. 

But  if  we  give  secondary  insurance  so  that  we  keep  the  cost  rel- 
atively the  same  rate,  Miami  Beach  is  going  to  double  in  the  next 
20  years,  and  rather  than  the  $44  billion  disaster,  it  will  be  a  $100 
billion  disaster. 

What  we  have  done  is,  through  subsidization,  interfered  with  the 
free  market  system.  Now,  that  is  a  substantive  public  policy  issue 
that  this  government  will  be  called  upon  to  resolve.  All  the  pres- 
sure will  be  directed  toward  setting  up  reinsurance  because  it  is  a 
fast  simple  hit.  It  does  not  have  any  negative  ramifications  for  the 
first  5,  10,  15,  20  years.  All  it  does  is  affect  land  and  population 
location  for  the  next  generation. 

But  what  do  we  do?  I  mean,  that  is  the  same  problem  that  we 
are  talking  about;  the  ramifications  of  decisions  that  we  are  mak- 
ing for  industrial  development,  insurance,  or  anything  else  that  is 
going  to  have  this  tremendous  effect. 

Mrs.  Roukema,  maybe  you  would  like  to  comment. 

Mrs.  Roukema.  Well,  I  don't  have  anything  specific  to  contribute 
to  the  questions  that  you  have  raised.  I  have  to  be  on  my  way,  ex- 
cept that  I  will  simply  observe  this,  which  is  just  repeating  what 
you  have  said. 

You  have  asked  the  profound  philosophical  question.  Do  you  let 
a  community  die?  You  nave  translated  that  into  an  economic  posi- 
tion which  is  the  market  forces.  Therefore,  market  forces  may  let 
that  community  die. 

Newport  News  doesn't  want  to  hear  that,  and  I'm  not  so  sure 
that  maybe  many  areas  of  my  own  State  would  want  to  hear  that. 
But,  if  you  get  beyond  that,  the  real  specific  of  the  legislation,  as 
I  think  you  are  outlining  it,  is  whether  we  are  going  to  have  truly 
competitive  programs — either  with  one-stop  shopping  as  being  one 
vehicle  for  getting  those  competitive  programs  more  efficiently — or 
you  are  going  to  have  set-asides. 

That  is  the  issue  that  you  are  coming  down  to;  isn't  it? 

Chairman  Kanjorski.  Right. 

Mrs.  RouKENLA..  I  don't  know.  I  don't  know.  I  do  know  that  we 
can  certainly  help  all  these  people.  The  reference  was  made  earlier 
to  Secretary  Reich's  testimony.  That  is  the  other  hat  that  I  wear 
on  the  Education  and  Labor  Committee.  We  are  trying  to  work  out 
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a  bipartisan  proposal  for  the  one-stop  shopping  on  retraining 
programs. 

But  that  doesn't  get  to  the  question  as  to  whether  or  not  there 
is  going  to  be  an  automatic  entitlement  to  retraining  programs  for 
the  defense  industry,  or  whatever. 

Yes,  could  you  help  us  with  that? 

Mr.  McManus.  Sure.  I  actually  feel  very  strongly  about  both  of 
these  points.  When  you  talk  about  should  the  government  be  in  the 
business  of  sustaining  communities  that  may  be  dying. 

Mrs.  RouKEMA.  You  see,  theoretically  I  agree  that  they  should 
not,  but  when  you  come  down  to  the  specifics,  everything  will  be 
concrete,  and  you  may  have  a  different  point  of  view. 

Mr.  McManus.  Theoretically,  I  agree  with  both  of  you.  But  I 
must  say — ^you  talk  about  models.  You  know,  there  are  models  out 
there  and  programs  that  do  work  at  the  local  level.  It  can  be  used 
for  other  communities  that  keep  those  communities  to  a  degree 
sustained.  We  ought  to  look  to  that. 

Mrs.  RouKEMA.  Yes. 

Mr.  McManus.  But  practically — and  certainly  in  my  position,  I 
am  one  of  the  communities  in  this  position.  I  don't  necessarily  dis- 
agree with  eventually  the  market  place  helping  people  to  relocate. 
I  don't  think  most  communities  do. 

The  problem  is  when  the  jobs  go,  the  people  don't  have  the  capac- 
ity to  relocate.  They  don't  have  the  retraining.  They  don't  have  the 
education.  What  we  have  is  a  city  with  the  same  number  of  people 
who  are  unable  to  sustain  themselves.  You  have  a  tremendous  de- 
mand on  the  social  system,  and  if  you  want  to  relocate,  great. 

Chairman  Kanjorski.  Do  you  want  to  hear  a  real  terrible  trag- 
edy? Congress  cut  down  the  solid  rocket  fuel  engines  down  in  Mis- 
sissippi, if  you  recall.  Just  the  other  day  on  the  floor,  we  voted  to 
give  an  extra  $5,000  for  travel  expenses  to  175  scientists  and  engi- 
neers. That  gives  them  the  opportunity  to  pick  their  bags  up  and 
move  real  fast,  real  swifl,  but  it  gives  nothing  to  the  other  1,000 
people  who  were  working  in  that  plant.  So,  we  just  stuck  Mis- 
sissippi with  all  the  unemployed  and  the  poor  people  that  need 
relocation. 

Mrs.  RoUKEMA.  Mr.  Chairman,  I  will  continue  to  maintain  my 
interest  in  this,  but  I  do  have  an  interview  in  the  office  right  at 
this  moment. 

Chairman  Kanjorski.  I  appreciate  your  participation. 

Mrs.  RouKEMA.  Thank  you. 

Chairman  Kanjorski.  Before  I  get  to  some  questions  on  conver- 
sion, though,  when  we  do  talk  about  whether  to  allow  a  community 
to  die,  I  guess  the  important  question  is:  At  what  point  in  the  ill- 
ness, or  in  the  treatment,  do  you  allow  them  to  die? 

Let  me  give  you  an  example  of  what  I  am  talking  about.  People 
are  often  astounded  by  the  success  of  Seattle,  Washington.  But 
they  forget  that  there  was  a  point  in  time  in  Seattle,  Washington 
when  people  were  saying  'The  last  one  out  of  town,  turn  out  the 
lights." 

A  lot  of  people  have  analyzed  it.  Best  practices  are  awfully  im- 
portant to  know  about.  A  lot  of  people  do  not  understand  what  in 
hell  happened  in  Seattle. 
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During  the  Vietnam  war,  Seattle  had  been  the  chief  export  port 
for  miHtary  personnel  and  materiel  to  the  Far  East.  When  the  war 
ended  in  about  1976  or  1977,  we  had  about  a  $2  billion  Federal 
port  installation  in  Seattle  that  you  may  not  know  about,  fully  paid 
for  by  the  U.S.  taxpayers.  It  was  summarily  turned  over  for  $1  to 
the  Port  Authority  of  Seattle. 

Ever  since  that  time,  it  has  gained  revenue  for  that  Port  Author- 
ity of  approximately  $175  million  a  year  on  the  importation  of  Jap- 
anese cars.  That  is  where  Japanese  cars  come  into  the  American 
market.  That  is  why  you  will  find  the  voting  record  of  most  mem- 
bers from  Washington  and  thereabouts  very  supportive  of  the 
importatation  of  Japanese  cars. 

What  that  represented  was  a  10  percent  return  on  a 
noninvestment,  on  a  Federal  investment,  when  revenue  sharing 
was  done  away  with  in  your  town  and  almost  every  other  town  in 
America. 

I  mean,  if  you  take  this  over  a  15-year  period,  it  is  quite  an  in- 
vestment into  a  community  of  several  billions  of  dollars  of  capital. 

The  reason  I  am  bringing  this  up  is  that  if  we  had  said,  let  the 
market  forces  take  their  toll  in  1972,  they  would  not  have  received 
the  benefits  of  that  port  authority,  and  maybe  Seattle's  lights 
would  have  gone  out.  But  if  you  say  here  is  your  $1  billion,  $2  bil- 
lion investment,  they  will  be  in  good  shape. 

After  you  get  reconstituted  in  conversion,  you  can  take  the  mar- 
ket forces. 

Mr.  Miller.  Yes.  And  I  think  on  a  local  level,  especially,  and  it 
may  be  up  the  food  chain  to  State  and  Federal  levels.  But  certainly 
on  a  local  level  you  have  to  practice  entrepreneurship. 

And  so  my  question  would  be,  isn't  that  terrible  what  happened 
in  Seattle?  My  question  is,  how  can  I  replicate  that? 

Chairman  Kanjorski.  No,  no.  That  is  the  whole  point.  The  only 
way  you  can  replicate  that  is  if  we  give  you  $2  or  $3  billion. 

Hey,  look  there  is  no  mystery  to  Atlanta,  Georgia.  Atlanta,  Greor- 
gia,  got  a  $5  or  $6  billion  airport,  the  finest  in  the  United  States, 
paid  for  by  the  taxpayer.  If  I  take  a  $6-  or  $12-  or  $18  billion  air- 
port and  locate  it  in  your  community,  I  guarantee  you  it  will  bring 
you  $20-  or  $30-  or  $40  billion  a  year,  and  your  community  is  going 
to  triple  in  population  and  become  terribly  prosperous.  You  did  not 
do  anjdhing;  all  you  have  is  the  advantage  of  living  next  to  a  huge 
capital  investment  by  the  Federal  Government. 

Mr.  Miller.  If  I  just  may  add  something,  you  have  put  $560  mil- 
lion into  the  continuous  electron  beam  accelerator  facility  which  is 
giving  us  the  high  tech  push  and  the  hundreds  of  scientists  from 
around  41  research  universities  in  the  South,  thousands  of  visitors 
from  foreign  countries.  We  have  a  200-acre  high-tech  park  next  to 
that.  So  we  have  benefited. 

Chairman  Kanjorski.  That  is  what  I  am  saying.  But  how  about 
communities  in  Altoona?  They  did  not  get  an  airport. 

Mr.  Atkinson.  Mr.  Chairman,  I  think  you  bring  up  a  very  good 
point.  The  major  Federal  role  in  economic  development  is  not  in  the 
economic  development  programs.  Those  aren't  the  things  that  have 
the  most  impact.  It's  all  of  these  other  things  that  essentially  one 
could  arg^e  are  subsidies,  as  you  mentioned.  Reinsurance  is  a  sub- 
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sidy,  the  free  port  is  a  subsidy.  And  those  are  quite  large  amounts 
of  money  that  have  major  regional  development  impacts. 

I  would  not  call  economic  development  programs  subsidies.  Rath- 
er, they  are  short-term  assistance,  helping  the  community  turn 
aroimd,  rather  than  a  fundamental  change  of  the  playing  field. 

Chairman  Kanjorski.  A  lot  of  times  it  is  just  a  thimble  of  water 
when  you  need  a  cup. 

Mr.  Atkinson.  Exactly. 

Chairman  Kanjorski.  But  they  make  us  feel  like  we  are  not  let- 
ting you  die,  but  then  there  is  somebody  over  there  getting  all  the 
water  they  can  bathe  in. 

Mr.  McManus.  Mr.  Chairman,  there  is  one  presumption,  though, 
that  when  you  talk  about  a  free  market  and  letting  communities 
die,  to  have  those  that  do  have  the  greater  need  prosper,  that  pre- 
sumption is  that  there  is  a  job  out  there  for  everybody  and  there 
isn't. 

Chairman  Kanjorski.  Agreed. 

Mr.  McManus.  And  that's  the  big  problem,  and  that's  in  my 
opening  remarks.  I  noted  with  the  increased  productivity  because 
of  our  new  technologies,  there  are  a  lot  of  people  out  of  work  there 
that  have  not  been  retrained. 

And  I  think  the  role  the  EDA  and  the  economic  development  pro- 
grams in  addition  to  traditional  programs  which  many  times  pro- 
vide the  opportunity  to  try  new  technologies  out  and  to  implement 
them  is  we're  at  the  point  where  we  must  continue  to  sustain  the 
new  technologies  and  the  retraining  in  those  jobs  that  are  created 
in  the  new  areas  because  so  many  people  are  out  of  work  today. 

The  key  note,  the  foundation  of  America,  is  a  job  for  everybody 
who  wants  to  work.  We  can't  provide  that  today.  And  that  is  the 
role.  Not  only  the  jobs,  but  the  retraining  that  goes  with  those  dis- 
placed workers.  Because  as  technology  improves,  as  productivity 
improves,  as  what  we  need  to  make  capitalism  work  improves, 
there  are  displaced  workers  and  we  must,  in  turn,  retrain  them. 

Chairman  Kanjorski.  You  are  really  asking  us  for  a  substitution 
for  the  Protestant  work  ethic  as  it  impacts  the  social  values  of  our 
society.  And  I  think  we  are  in  dire  need  of  a  world  philosopher  for 
that.  I  think  we  are  really  short  on  institutional  growth  and 
thought  process. 

I  mean,  if  thep-  is  anything  we  are  starving  for  in  the  20th  and 
21st  centuries,  it  is  world  philosophy  and  a  new  social  order.  We 
already  have  an  abundance  of  research  and  development  in  new 
technology  and  a  dearth  of  philosophy  and  a  new  social  order. 

Mr.  McManus.  But  that  goes  right  back  to  your  point  about  the 
clearinghouse  and  the  coordination  and  avoiding  the  fragmer^ta- 
tion.  Get  them  matched  up  Because,  ultimately,  in  order  to  func- 
tion at  the  level  that  we  all  would  like  to  function  and  ideally 
where  that  free  market  for  employment  and  related  issues  can  take 
over,  you  must  have  that  simple  coordination. 

Chairman  KANJORSKI.  I  think  one  of  the  most  interesting  things 
philosophically  in  the  country  is  this  arg-ament  over  revamping 
welfare.  It  is  a  very  driving  force  politically  in  our  system.  Every- 
one is  talking  about  how  we  are  going  to  take  everybody  off  welfare 
and  give  them  a  job.  In  reality,  those  of  us  who  are  involved  in  eco- 
nomics and  politics  know  that  as  we  move  toward  a  more  techno- 
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logically  advanced  age,  job  creation  is  less  likely  to  occur,  except  in 
maybe  work — make-work  type  of  jobs.  And  we  are  being  disingen- 
uous to  people  and  to  ourselves  to  pursue  this  course. 

What  we  really  should  be  putting  our  brain  power  to  is  living 
with  the  traumatization  that  we  have  to  go  through  individually 
when  we  realize  that  our  self-worth  is  determined  by  what  we  may 
do  economically.  Very  tough  thing.  But,  you  know,  that  is  what  we 
better  start  facing. 

It  is  sort  of  like,  you  know,  nobody  wants  the  Clinton  health  pro- 
gram because  it  may  mean  rationing  when,  in  reality,  we  know  we 
cannot  afford  all  the  health  that  people  need.  We  just  do  not  want 
to  face  it.  We  have  a  very  convenient  thing  happening  today — eco- 
nomic discrimination.  And  we  have  learned  to  live  with  economic 
discrimination  a  long  time,  it  does  not  seem  to  offend  us  any  way. 
But  if  you  have  any  other  form  of  discrimination,  it  is  considered 
inhumane  and  in  violation  of  human  rights.  I  do  not  really  under- 
stand that  argument. 

Mr.  Frisby.  Let  me,  if  I  can,  bring  up  one  suggestion.  It  might 
be  a  role  for  EDA  and  it  might  not. 

I  just  wanted  to  visit  Lynn,  Massachusetts,  for  a  moment.  You 
have  a  large  GE  plant  in  town.  Obviously,  there  is  a  dearth — or  ac- 
tually there  is  an  abundance  of  R&D  related  technologies  that  are 
in  their  laboratory. 

Is  it  in  Congress  with  what  you're  presenting  here  to,  for  exam- 
ple, have  that  community  come  through  with  a  grant  to  commer- 
cialize those  defense  technologies  that  are  sitting  in  a  lab  some- 
where that  don't  perhaps  have  the  market  potential  that  GE  would 
care  about  but  for  a  small  entrepreneur  or  displaced  worker  from 
the  facility,  he  could  tap  into  that  program  and  start  his  own  little 
business  with  part  of  that  grant  being  for  the  seed  funding  he 
needs  to  get  started? 

Chairman  Kanjorski.  I  have  a  whole  bill  on  that,  Mr.  Frisby, 
H.R.  3550. 

Mr.  Frisby.  OK 

Chairman  Kanjorski.  And  it  is  trying  to  tap  into  the  wealth  of 
research  and  development  owned  by  the  Federal  Government,  a 
large  part  of  it  in  the  defense  industry,  and  then  spew  it  out  to  the 
general  public  in  the  country  to  encourage  entrepreneurs  and 
small-  to  medium-sized  businesses. 

Now,  I  think  that  is  part  of  our  answer.  I  do  not  think  we  are 
at  a  point  where  we  do  not  have  economic  growth  and  new  employ- 
ment occurring.  But,  I  think  we  do  have  a  problem  because  we  do 
not  have  the  educated  and  skilled  people  that  we  need  to  create  a 
particular  type  of  technology.  We  are  sort  of  off  balance  there.  We 
still  have  a  way  to  g^ow  and  a  considerable  way  to  go  before  we 
get  to  the  point  where  we  are  going  to  have  to  talk  about  income 
maintenance  and  new  approaches  to  distribution  of  income  and 
wealth  in  our  society. 

But  we  are  on  that  track.  I  think  we  better  start  thinking  about 
it  and  not  holding  on  to  old  18th  century  ideas  that  are  not  going 
to  be  applicable  in  the  21st  or  22nd  centuries. 

Our  problem  is,  how  do  we  get  the  money  out  there?  I  think  it 
is  a  big  role  of  EDA's,  and  that  is  what  we  are  in  consensus  on. 
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As  a  matter  of  fact,  in  my  bill  EDA  would  play  a  significant  role 
in  helping  finance  the  enterprise. 

What  I  am  interested  in  is  what  happens  when  you  have  a  dis- 
parity of  talent?  What  happens  when  the  defense  industry  closes 
down — now,  this  has  not  happened  in  your  area  because  you  obvi- 
ously have  the  research  and  development  people  who  have  come  in. 
But  what  would  have  happened  if  they  had  not  come  in  and  you 
had  not  had  that  outside  program?  What  if  the  more  entrepreneur- 
ial class  in  your  community  had  said,  look,  there  are  better  things 
going  on  in  Seattle  or  there  are  better  things  going  on  in  San  Diego 
and  they  gn*abbed  their  briefcase  and  their  assets  and  they  jumped 
on  a  plane  and  took  off? 

There  are  so  many  areas  of  the  country  that  suffered  after  the 
Second  World  War  when  these  programs  were  not  in  place  to  main- 
tain a  satisfactory  role  for  an  entrepreneurial  class.  Massachusetts 
suffered  through  an  awful  lot  of  that  until  you  put  some  new  peo- 
ple back  in  the  technology  corridor  up  there. 

How  do  we  replenish  this  stock  of^  genetics,  if  you  will,  if  that  is 
what  it  is,  whatever  makes  things  work,  whatever  that  magic  is 
that  really  creates  job  opportunity  and  business,  which  generally  I 
think  is  person-oriented?  How  do  we  get  people  back  into  areas  of 
Pennsylvania,  Ohio,  Illinois,  Michigan? 

Mr.  Miller.  Without  a  g^eat  deal  of  subsidy,  you  don't.  And  we 
all  have  seen  and  experienced  what  happens.  Pieces  of  the  commu- 
nity rot  away. 

Chairman  Kanjorski.  Well,  let  me  ask  you  this.  If  we  had  a  pro- 
gram like  this,  if  we  had  an  EDA  Program  involved  in  major  re- 
search and  development  at  universities  and  laboratories  that  of- 
fered contribution  or  equity  but  had  to  be  located  in  areas  where 
we  need  employment,  is  that  good  economics?  In  other  words,  you 
do  not  want  to  push  somebody  that  is  growing  fishes  to  move  out 
to  the  middle  of  Utah. 

Mr.  Miller.  That  would  be  a  national  urban  leveling  program 
that  would  be  loved  by  those  that  level  up  and  hated  by  those  that 
level  down. 

Chairman  Kanjorski.  Well,  when  you  say  "level  up"  and  "level 
down"  I  am  not  sure  I  understand. 

Mr.  Miller.  Well,  if  you  take  pieces  of  all  those  things  that  gen- 
erate growth  and  encourage  them  into  the  areas  that  aren't  doing 
well,  they're  not  going  to  be  in  the  areas  that  are  doing  well  any- 
way. So  you  slow  down  the  gprowth  in  the  areas  that  are  doing  well 
and  you  encourage  the  weaker  cities. 

Chairman  Kanjorski.  Well,  do  you  think  that  there  is  an  even 
playing  field  out  there? 

Mr.  Miller.  No,  nor  am  I  sure  there  has  to  be  an  absolutely 
level  playing  field.  I  think  you  have  to  avoid  extremes.  But  I  would 
hate  to  see  a  society  in  which- 


Chairman  Kanjorski.  Well,  let  me  ask  you  this  right  now 

Mr.  Miller.  That's  totally  level. 

Chairman  Kanjorski.  Well,  what  we  are  faced  with  right  now  if 
we  do  not  do  anything  is  the  east  coast,  the  west  coast,  and  the 
gulf  coast  of  the  United  States  will  grow  significantly  in  size  and 
density  due  to  natural  climactic  conditions,  more  reasonable  trans- 
portation and  travel.  And,  to  a  large  extent,  other  than  the  St. 
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Louis,  Chicago  corridor,  the  hinter  lands  of  America  really  will  not 
grow  significantly;  there  is  no  reason  why  they  should. 

Mr.  Miller.  I'd  cite  two  quick  points  if  I  could. 

Number  one,  the  thing  that  I,  and  I  heard  some  others,  say  hurts 
American  industry  growth  the  most  is  unavailability  of  capital  at 
critical  points.  You  know,  I  spent  a  lot  of  time  working  with  indi- 
vidual businesses  and  in  some  cases  performing  loans  that  are  can- 
celed by  the  banks  because  the  banks  are  going  in  another  direc- 
tion. 

So  getting  capital  for  expansion  and  working  capital  on  the  part 
of  American  business  is,  to  me,  one  of  the  biggest  crises  in  the 
country. 

Chairman  Kanjorskl  Mr.  Miller,  we  have  done  that.  Grovern- 
ment  programs  started  the  small  business  investment  corporations. 
There  are  3  in  Pennsylvania,  there  are  40  in  New  York,  there  are 
300,  or  were  300,  in  California.  In  other  words,  we  can  start  a 
number  of  programs  but  they  will  take  off  and  grow  only  where  the 
right  type  of  mentality  exists. 

Mr.  Miller.  Well,  I  tried  to  start  one  in  Binghamton,  New  York, 
a  number  of  vears  ago  and  it  didn't  work  for  a  bunch  of  reasons, 
but  I  will  tell  you  what.  Last  week  we  met  and  we  are  trying  to 
start  one  in  Hampton  Roads. 

Chairman  Kanjorski.  Because  of  the  needs.  So  number  one,  if 
you  made  capital  available  to  qualified  folks,  throughout  the  coun- 
try, that's  leveling.  So  that  is  fine.  A  community  that  has  only  a 
few  entrepreneurs  still  benefits.  It  is  not  either  or.  So  that  helps 
the  weaker  community  as  well. 

Mr.  Miller.  We've  had  prior  testimony  before  the  subcommittee 
that  indicates  that  our  venture  capitalist  market  in  the  United 
States  is  about  20  percent  exposed,  and  80  percent  invisible. 

And  the  invisible  market  is  the  most  important  market.  That 

Eours  into  the  economy  somewhere  between,  I  think,  8  and  sixteen 
illion  dollars  a  year  depending  on  the  cycle  we  are  in.  The  visible 
market  pours  into  the  economy  somewhere  between  $1  and  $4  bil- 
lion a  year,  the  visible  market. 

The  angels,  or  the  invisible  market,  tend  to  be  regional  in  nature. 
If  the  entrepreneur  or  the  person  who  made  a  great  deal  of  money 
who  wants  to  invest  in  venture  capital,  he  will  tend  to  invest  some- 
where within  a  reasonable  region. 

If  he  is  up  in  Boston,  he  is  going  to  stay  within  100  miles  of  Bos- 
ton. Basically,  that  is  the  proposal  he  is  going  to  take,  that  is 
where  he  is  going  to  concentrate.  If  he  is  in  Silicon  Valley,  he  is 
going  to  stay  in  a  region  out  there. 

Unfortunately,  concentrations  of  money  occur  in  sites  like  Bos- 
ton, Silicon  Valley,  so  they  don't  spread  out  across  the  country. 

One  of  the  thoughts  we  have — one  of  the  professors,  I  think,  from 
MIT — to  create  a  national  market  of  venture  capital,  and  maybe 
government  and  EDA  has  a  role  in  doing  that,  putting  the  business 
man  like  Mr.  Frisby  who  has  an  idea,  who  wants  to  take  a  tech- 
nology, but  he  needs  capital  to  do  it,  let  him  do  the  proposal,  put 
it  on  a  data  base,  and  let  angels  around  the  country  tap  into  it. 

If  they  are  interested  in  that  technology,  let  them  get  it.  Because 
they  spend  an  awful  lot  of  their  time  finding  out  where  they  should 
invest.  That  is  their  major  expense. 
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And  the  entrepreneur's  major  expense  is  trying  to  find  an  angel 
to  invest.  So,  I  mean,  they  are  sort  of  two  ships  passing  in  the 
night,  and  what  we  are  trying  to  do  is  put  a  Httle  Hght  on  the  sub- 
ject and  perhaps  have  them  colHde  at  some  point. 

Is  that  a  legitimate  role  of  government  to  start  a  national  market 
or  data  base  of  prospects  and  entrepreneur — angels  and  entre- 
preneurs and  put  them  together? 

Mr.  John.  Mr.  Chairman,  back  5  or  6  years  ago  I  did  a  study 
of  small  communities  in  the  Midwest  whose  economy  had  been  dev- 
astated by  the  collapse  in  farm  prices.  I'm  sure  you  remember  the 
farm  crisis. 

Chairman  Kanjorski.  Bank  failures. 

Mr.  John.  Right,  bank  failures.  All  kinds  of  horrible  things  hap- 
pening. Farmers  going  out  and  shooting  their  bankers  and  all  kind 
of  things. 

Chairman  Kanjorski.  Was  that  bad  news? 

Mr.  John.  Say  what?  Yes,  well.  [Laughter.] 

What  we  asked  was,  did  all  communities  do  equally  poorly  in 
that  crisis?  And  we  found,  no,  that  there  were  a  lot  of  communities 
that  continued  to  grow  during  that  period.  So  we  asked,  why  did 
that  happen?  And  what  happened,  the  communities  that  were  suc- 
cessful, that  survived  this  precipitous  drop  seemed  to  be  ones  that 
for  long  periods  of  time  had  developed  a  network  of  connections 
and  relationships  within  the  community  and  between  the  commu- 
nity in  outside  organizations  that  could  help  them. 

What  I  draw  from  that  is  that  when  you  are  facing  a  collapse, 
like  the  situation  like  the  defense  conversion,  the  problem  that 
Newport  News  is  in,  that's  a  tough  one.  That  is  a  political  call,  I 
think,  as  to  whether  you  are  going  to  put  money  in  there  or  not. 

But  the  role  of  the  Federal  Government,  it  seems  to  me,  is 
around  the  concept  of  prevention.  To  go  out  ahead  of  time  and  see 
if  there  are  ways  of  building  up  the  capacities  of  communities 
around  the  country,  or  supporting  them  so  that  they  can  provide 
their  own  bottom  up  answers,  so  that  they  can  respond  resiliently 
to  these  kinds  of  situations. 

Now,  that  won't  avert  the  collapse,  that  won't  stop  the  blows  that 
will  fall  on  local  economies.  But,  frankly,  I  think  it  is  very  difficult 
these  days,  given  the  global  economy,  given  the  decreasing  impor- 
tance of  national  borders,  the  rapid  changes  in  technology  and  mar- 
kets, it  gets  harder  and  harder  to  protect  yourself,  accept  by  becom- 
ing resilient. 

Chairman  Kanjorski.  That  resiliency  seems  to  define  itself  in 
the  establishment,  in  the  strength  of  an  establishment  community? 

Mr.  John.  No.  Well,  of  the  communities  we  saw,  it  was — ^you  can 
say  it  was  establishment,  but  it  was  an  establishment  that  was 
substantially  broader  than  what  you  normally  think  of  as  the 
establishment. 

Chairman  Kanjorski.  But  is  that  not  what  the  news  media  is 
talking  about.  Little  Rock  today? 

Mr.  John.  Could  well  be.  What  are  you  talking  about? 

Chairman  Kanjorski.  Well,  the  whole  idea.  The  strength  and  re- 
silience of  the  community  very  often  is  gauged  by  the  strength,  net- 
work, and  interworking  of  its  leadership  establishment. 
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Mr.  John.  And  those  relationships  between  those  people  and  out- 
side national  organization. 

Chairman  Kanjorski.  That  is  what  creates  what  we  are  con- 
demning now  that  survived  in  Little  Rock.  This  is  what  we  con- 
demn in  some  areas  of  Pennsylvania,  the  establishment. 

Mr.  John.  Well,  the  communities  that  we  saw  that  were  the  suc- 
cessful ones  were  ones  where  often  there  were  new  people  in  the 
communities  that  were  taking  leadership  roles.  Where  women  were 
taking  leadership  roles.  Where  there  was  a  much  broader^ — it 
wasn't  the  good  old  boys  who  were  running  the  town,  it  was  a 
much  broader  thing.  Much  deeper  and  richer. 

Chairman  Kanjorski.  Do  they  just  come  into  place  in  these  farm 
communities  at  the  time  of  the  occurrence? 

Mr.  John.  No.  It  had  been  growing  for  a  number  of  years. 

Chairman  Kanjorski.  It  was  there. 

Mr.  John.  It  was  there.  And  the  Federal  Government — and  we 
found  that  they  used  Federal  programs,  sure. 

Chairman  Kanjorski.  Did  the  people  leave  or  did  these  commu- 
nities of  people  primarily  stay  while  the  other  communities'  tal- 
ented people  left? 

Mr.  John.  These  are  real  small  towns,  so  lots  of  folk  left. 

Chairman  Kanjorski.  What  was  the  difference  between  A  and  B, 
Small  Town  A  and  Small  Town  B? 

Mr.  John.  The  difference  was  the  strength  of  the  community. 
The  breadth  and  diversity  of  relationships  between  people,  and 
their  agreement  on  their  commitment  to  the  town,  and  to  the  eco- 
nomic future  of  the  town.  That  they  were  going  to  do  whatever  it 
took  to  see  that  this  town  grew,  and  there  was  understanding  and 
working  relationships  that  had  been  developed  over  time  between 
the  newspaper  editor,  the  woman  that  ran  the  League  of  Women 
Voters,  schoolteachers,  you  know,  the  whole  flock  of  people. 

The  question  is,  how  can  somebody  outside — ^how  can  you  have 
top-down  support  for  that  kind  of  bottom-up  development?  I  think 
it  can  happen. 

And  I  think  the  notion  you  mentioned  of  information  and  com- 
puters is  very  important  to  that  because  people  have  to  get  infor- 
mation about  how  other  communities  do  things;  they  have  to  get 
information  about  new  opportunities,  new  changes  and  tech- 
nologies; and  build  relationships,  working  relationships,  with  peo- 
ple outside  town,  outside  their  community.  That's  the  concept. 

And  I  think  that  EDA,  it  is  bureaucratic.  It  is  beaten  down. 
There  are  any  number  of  things  that  are  wrong  about  it,  but  the 
concept  of  trying  to  build  that  regional  capacity  is  very  important. 
That  is  the  long-term  prevention  that  the  Federal  Government  can 
make  to  try  to  make  our  economy  and  our  communities  more 
resilient. 

Chairman  Kanjorski.  Well,  in  a  way  I  have  the  feeling  that  the 
Economic  Development  Administration  should  be  part  of  a  diag- 
nostic tool.  If  they  had  the  adequate  information  about  what  is 
happening,  they  could  anticipate  and  warn  communities  about 
what  will  happen  in  the  future. 

I  was  just  thinking  of  Newport  News.  I  mean,  what  if  there  was 
going  to  be  a  significant  change  in  the  mode  of  transportation  on 
the  high  seas  within  a  reasonably  short  period  of  time.  What  if  out 
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in  California  and  out  in  Tokyo  they  were  working  on  a  new  con- 
tainer ship,  a  different  propulsion,  say,  of  superconductivity.  It 
could  go  to  much  larger  depths.  It  would  make  Newport  News  obso- 
lete, but  Newport  News  would  not  know  about  it. 

Mr.  John.  Let  me  draw  on  my  own  experience.  I  am  sure  that 
can  happen.  But  before  I  moved  to  Washington,  I  lived  in  Colorado 
back  in  the  seventies  and  eighties.  Everyone  knew  that  the  price 
of  oil  was  going  to  go  way  up,  and  it  was  going  to  go  so  far  up  that 
the  oil  shale  that  we  have  in  Colorado — ^there  is  more  oil  in  the  oil 
shale  in  Colorado  than  there  is  oil  in  Saudi  Arabia.  And  everybody 
knew  the  price  of  oil  was  going  to  go  up,  and  the  oil  shale  region 
was  going  to  boom. 

The  Federal  Government  created  the  Synfuels  Corp.,  and  sent  us 
all  kind  of  experts  to  help  us  deal  with  this  tremendous,  enormous 
increase  of  population  we  were  going  to  go  through. 

And  guess  what?  It  didn't  happen. 

Chairman  Kanjorski.  Why  not? 

Mr.  John.  Well,  because  they  discovered  oil  in  all  kinds  of  places 
around  the  world.  The  price  of  oil  has  gone  back  down. 

Chairman  Kanjorski.  Because  we  spent  $70  billion  a  year  to 
protect  the  oil  routes  from  the  Middle  East  to  the  United  States. 
If  the  Federal  Government  did  not  subsidize  that  support  system, 
and  that  support  system  was  paid  for  by  the  private  industry.  Mid- 
dle Eastern  oil  could  not  be  sold  in  the  United  States  at  a  competi- 
tive rate. 

So  it  was  the  intervention  of  the  U.S.  Government  in  our  na- 
tional policy.  All  for  good  reasons.  I  am  not  guessing  at  any  of  the 
reasons.  There  are  very  good  strategic  reasons  for  what  we  did  but 
we  subsidized  the  failure  of  the  Colorado  shale. 

If  free  market  forces  had  left  the  play,  you  were  right  on.  You 
would  have  been  the  oil  source  of  the  world  at  about  $45  to  $50 
a  barrel.  Now,  it  is  at  $14  or  $15  a  barrel  because  we  are  subsidiz- 
ing it,  and  continue  to  subsidize  it,  with  our  Army. 

Our  problem  is  very  often,  economically,  that  we  are  doing  things 
at  all  levels  of  government.  We  have  almost  become  blind  to  the 
ramifications  of  what  we  are  doing,  and  we  think  we  are  really  ap- 
plying regular  market  force  conditions.  We  are  not. 

Mr.  Atkinson.  Mr.  Chairman,  if  I  may  make  a  comment.  I  think 
you've  brought  up  a  number  of  examples  in  the  last  half  hour. 

I  think  what  ties  them  all  together  is  what  you  are  really  speak- 
ing to;  a  regional  policy  in  the  United  States.  Why  don't  we  have 
it?  Why  don't  we  think  about  the  effects  of  insurance?  Why  don't 
we  think  about  the  effects  of  infrastructure?  Why  don't  we  think 
about  the  effects  of  these  big  picture  questions? 

I  think  the  answer  is  that  we  don't  have  a  regional  policy,  and 
we've  never  had  one. 

What  we  have  are  disparate  economic  development  programs 
that  go  in  after  the  fact  and  try  to  patch  things  up. 

I  think  it  is  interesting  to  note  that  right  before  Watergate,  John 
Ehrlichman  had  written  a  memo  to  President  Nixon  proposing  that 
they  develop  a  regional  policy  in  the  United  States,  in  part,  to  ad- 
dress your  concern  about  unbalanced  national  growth.  The  policy 
would  examine  the  whole  array  of  policies  and  how  they  could  af- 
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feet  balanced  national  growth.  As  a  result  of  Watergate  the  idea 
was  not  pursued. 

But  I  think  if  we  had  a  regional  policy  that  thought  systemati- 
cally about  the  effects  of  expenditures,  of  sectoral  and  industrial  re- 
structuring and  how  industrial  restructuring  affects  regions,  we 
would  be  much  better  positioned  to  respond  and  think  about  these 
things  proactively. 

Chairman  Kanjorski.  How  do  you  see  changing  the  role  of  EDA 
to  accomplish  £iny  or  all  of  these  things?  Do  you  see  a  role? 

Mr.  Atkinson.  Well,  I  think  EDA  could  be  a  vehicle  in  which  to 
do  that.  I  do  not  think  it  is  positioned  well  right  now  to  do  that 
because  principally,  as  I  mentioned  before,  it  is  a  grants  processing 
agency. 

I  think  to  have  EDA  play  a  role  of  sort  of  a  developer,  convener, 
a  thinker  about  regional  policy,  you  would  have  to  create  a  sepa- 
rate entity  within  EDA.  Possibly,  as  I  mentioned,  an  office  of  stra- 
tegic planning  or  an  office  or  regional  policy  or  something — some- 
place in  EDA  to  think  the  big  picture  and  to  do  these  sorts  of 
thinking  and  analysis  and  what  the  implications  would  be. 

Chairman  Kanjorski.  I  do  not  know  where  there  is  faith  in  gov- 
ernment to  put  out  the  information.  I  run  across  so  many  of  my 
constituents,  that  are  against  subsidies.  I  mean,  they  are  really  ad- 
amant. They  say  there  is  a  place  you  can  save  $20  or  $30  million 
off  the  bat. 

Yet,  little  do  they  realize  it  is  just  another  form  of  payment.  If 
we  take  that  subsidy  away,  the  price  has  to  go  up.  Or,  if  the  price 
does  not  go  up,  there  win  be  dislocation.  We  do  not  get  our  rice 
from  somebody  in  the  United  States  today;  we  are  buying  it  from 
some  other  country.  And  we  have  a  trade  imbalance. 

Our  problem  is  that,  to  a  large  extent,  the  people  that  make  the 
political  decision  in  the  United  States  by  the  election  of  their  rep- 
resentative are  not  sufficiently  aware  of  the  interrelationship  of 
these  facts.  And,  as  a  result,  they  are  responding  superficially  to 
what  appears  to  be  a  clear  issue  on  a  very  narrow  basis  when  in 
fact  it  is  a  very  deep.  If  you  do  this  you  will  cause  this  which  will 
cause  this.  We  are  not  showing  that,  we  are  not  getting  that  infor- 
mation out  there.  Just  as  we  are  not  projecting  it  out  to  industry. 

We  are  really  making  it  very  difficult  for  constituents  to  make 
the  right  decisions,  if  you  will,  for  either  their  self-interest  or  their 
region's  self-interest  because  they  really  don't  understand  the 
ramifications. 

I  am  seeing  so  many  inconsistencies  now  with  people  who  will 
write  a  meaningful  letter  on  health  care  or  Social  Security — Penn- 
sylvania has  a  very  high  Social  Security — and  they  will  say,  "I 
want  you  to  vote  for  the  Balanced  Budget  amendment  and  put  it 
in  place.  It  has  to  be  constitutional." 

And  then  they  say,  "I  want  you  to  be  sure  you  take  care  of  the 
notch  years  and  maintain  Social  Security  and  Medicare." 

And  you  have  to  write  back  and  say,  "Do  you  know  that  if  we 
do  this,  it  necessitates  a  20  percent  or  30  percent  cut  in  Social  Se- 
curity, Medicare."  People  become  so  adamant  on  one  side,  and  sup- 
posedly representing  their  own  self-interest.  They  do  not  know  that 
what  they  are  asking  you  to  do  is  diametrically  opposed  to  their 
self-interest;  they  do  not  see  the  interrelationship. 
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It  is  happening  everywhere  in  our  society,  in  all  respects,  not 
only  in  industrial  policy,  but  in  all  respects.  Why  is  it  not  getting 
out  there?  Is  it  just  too  complicated  for  society,  maybe? 

Ms.  WOHLBRUCK.  Mr.  Chairman,  one  thing  I  would  like  to  go 
back  to — I  hate  to  take  us  back  to  the  Nixon  administration,  but 
you  know  the  Office  of  Management  and  Budget  has  an  M,  it's 
called  Management,  which  has  been  more  or  less  dead  or  some- 
where else  for  the  last  13  years.  And  I  hope  that  you  will  encourage 
the  administration  and  the  "M"  in  0MB  to  take  a  look.  We  are  not 
worried — and  I  don't  think  the  mayors  are  worried  where  the 
money  comes  from,  but  we  want  to  have  access  to  the  kinds  of 
things  you're  talking  about. 

We  created  the  Catalog  of  Domestic  Federal  Assistance  many 
years  ago  and  it  is  supposed  to  be  done  by  0MB  and  we  are  all 
supposed  to  have  access  to  it.  Although  we're  all  going  to  be  on 
Internet  someday,  we  do  not  all  have  that  capacity  as  yet.  0MB  is 
really  the  only  agency,  I  think,  in  the  Federal  Government  that  can 
pull  these  thmgs  together.  You  know  how  hard  it  is  to  move  the 
boxes  around.  So  we  don't  like  to  get  involved  in  moving  the  boxes 
around  but  we  want  the  same  thing  you  do. 

And  I  really  would  urge  you  to  get  0MB  back  looking  at  this,  be- 
cause they  could  do  very  useful  work  with  their  circulars  and 
they've  really  just  let  the  whole  system  collapse  in  the  last  12 
years.  So  I'd  like  to  get  that  on  the  record. 

Chairman  Kanjorski.  I  appreciate  that. 

Mr.  Roberts.  Mr.  Chairman,  Rob's  suggestion  about  the  regional 
focus,  let  me  give  you  one  practical  step  that  you  could  take  with 
a  direct  impact  on  EDA.  EDA  has  six  regional  offices.  One  of  the 
things  that  could  be  done  is  to  insist  that  those  regional  offices  pre- 
pare a  strategic  plan  for  their  allocations.  EDA  takes  its  public 
works  monies,  for  example,  divides  it  up  among  the  six  regions. 
But  they  don't  conduct  significant  strategic  analyses  as  to  where 
those  investments  ought  to  occur.  That  would  be  one  way  of  ad- 
dressing the  issue  that  Rob  raised. 

The  much  larger  issue  is  what  do  you  do  about  other  Federal  in- 
vestments, whether  it's  highways,  whether  it's  VA  hospitals, 
whether  it's  a  port  to  serve  the  Vietnam  war?  The  least  EDA  could 
do  in  that  respect  is  actually  do  analyses  of  what  the  impacts  of 
those  investments  would  be  on  the  regional  economy. 

Mr.  McManus.  Mr.  Chairman,  I  certainly  share  your  concerns 
about  the — maybe  it's  naivete  out  there  on  analysis  when  people  on 
the  one  hand  want  you  to  reduce  the  budget  but,  on  the  other 
hand,  they  don't  want  their  benefits  to  be  cut.  And  we  run  into  that 
as  well. 

And  I  might  add  that  the  easiest  thing  in  the  world  to  do  is  tell 
people  what  they  want  to  hear.  That's  unfortunately  too  much,  per- 
haps, of  the  political  process. 

But  it  seems  to  me  that  when  you  look  at  the  role  of  the  EDA 
and  you  look  at  the  questions  you  have  raised  about  what  is  the 
role  of  the  U.S.  Government  in  free  market  of  employment  and  de- 
velopment, if  you  will.  Back  in  the  thirties  when  you  had  the  Great 
Depression  and  the  WPA  projects,  which  created  many  of  the  con- 
cerns we  have — you  know,  the  items,  the  facilities  today  that  we 
are  seeing  we  need  the  commitment  to,  it  was  done  intentionally 
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to  keep  people  working  and  to  provide  a  benefit  for  the  subsidy 
that  the  government  was  providing. 

I  am  not  sure  that  it  doesn't  make  sense  today  to  take  a  refresh- 
ing new  approach  to  that  consideration  through  the  technology, 
working  with  the  private  sector  to  take  advantage  of  what  we  know 
and  what  we  can  do,  which  is  not  necessarily  being  done  because 
many  times  there's  displacement,  with  the  EDA  overseeing  that. 

I  think  the  citizens  of  this  country  are  looking  for  answers  to 
why  are  we  saying  we  have  deficits  and  I  still  want  my  benefits. 
And  I  think  there  has  to  be  a  reevaluation  all  around  of  how  we 
approach  problems.  And  I  do  strongly  believe  that  part  of  that  has 
got  to  be  retraining  and  the  technology  and  coordinating  with  the 
transportation  and  other  related  issues  that  may  lead  to  a  com- 
petitive advantage  or  disadvantage  for  the  different  regions  and 
localities. 

So  when  you  talk  about  that  clearinghouse  and  you  talk  about 
should  there  be  subsidies  of  one  form  or  another,  I  think  there 
should  be  but  I  think  it  should  be  a  whole  new  look,  a  technological 
subsidy  that  leads  to  people  who  today  do  not  have  the  capacity  to 
step  into  the  more  highly  skilled  and  newer  jobs  to  be  retrained 
and  step  into  them.  And  I  am  not  sure  you  necessarily  have  to  ig- 
nore the  traditional  role.  In  many  instances,  the  public  and  private 
sectors  can  work  hand  in  hand  to  accomplish  both. 

You  note  Seattle  and  the  windfall  that  fell  to  the  community. 
And  I  guess  the  question  you  have  to  ask  is,  was  the  several  billion 
dollars  in  the  long  term  a  good  and  eflficient  investment  for  the  re- 
gion? I  don't  know  that  answer.  But  I  do  know  that  to  presume 
that  we  go  into  a  free  market  economy  in  the  United  States  with 
a  global  economy  developing  in  the  world  and  say  let's  take  a 
hands-off  approach,  it's  a  formula  for  disaster.  Because  you  are 
going  to  have  the  communities,  I  would  venture  most  communities, 
would  suffer  dramatically  in  the  bigger  picture. 

I  am  not  an  advocate  of  this  concept  of  competition  for  grants. 
I  may  be  a  good  mayor,  I  may  be  a  rotten  mayor.  But  the  citizens 
in  my  city  and  my  region  are  paying  their  taxes  to  the  U.S.  Gov- 
ernment and,  whether  I  am  good  or  bad,  they  shouldn't  pay  the 
price  for  that.  Eventually,  they  will  get  rid  of  me. 

Chairman  Kanjorski.  That  is  the  whole  point.  We  are  interfer- 
ing with  the  marketplace.  Even  if  you  are  a  bad  mayor  we  are  giv- 
ing you  money.  Regardless  of  whether  you  are  a  good  mayor  or  not 
your  citizens  have  no  way  to  judge  your  performance  because  we 
are  subsidizing  your  bad  mayorship. 

Mr.  McManus.  And  I  guess  that's  my  point,  that  sooner  or  later 
they  are  going  to  get  rid  of  me.  But  what  price  are  they  going  to 
pay  during  the  interim  as  taxpayers  of  this  country? 

Chairman  Kanjorski,  No,  I  understand  that  they  are  entitled  to 
get  the  money  back  that  they  are  contributing. 

But  if  we  keep  passing  people  for  nonperformance,  we  lose  the 
value  of  the  standard. 

Mr.  McManus.  Let  me  answer  like  this.  You  highlighted  the  best 
example  of  why  this  concept  of  free  competition  among  commu- 
nities doesn't  work.  And  you  cite  the  Little  Rock  example  and  the 
well-connected  communities,  and  so  forth. 
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But  there  are  those  who  have  tremendous  individuals  working 
for  the  government  that  may  not  have  those  connections  and  they 
may  pay  the  price.  And  that's  why  I  say,  to  ensure  purity  of  the 
process,  I  don't  necessarily  believe  in  this  free  competition  concept 
because  I  don't  think  the  judgmental  standards  hold  up  at  the  end. 

Chairman  Kanjorski.  I  think  you  make  a  very  persuasive  argu- 
ment that  once  you  distribute  the  Federal  largesse  equally,  and 
keep  the  playing  field  level,  then  you  must  let  natural  forces  deter- 
mine what  area  grows  and  what  area  collapses. 

But  we  are  only  talking  about  a  very  small  part  of  the  pie  here. 
EDA  is.  what,  $300  million.  The  fact  of  the  matter  is  that  there  is 
about  $70  billion  out  there  in  research  and  development  money. 
How  about  all  the  military  monies  and  other  monies  that  pour  out 
to  build  infrastructures  that  have  tremendous  impact? 

Mr.  McManus.  And  that's  the  problem.  Everybody  says,  this  is 
one  piece  of  the  pie  but  what  about,  and  it  leads  back  to  that  issue 
you  raised  initially  of  the  coordination.  You  know,  we  don't  function 
m  independent  societies  where  we  ask  EDA  to  make  an  investment 
and  you're  going  to  solve  all  the  problems  yet  you  function  inde- 
pendent of  Defense  and  everybody. 

I'll  tell  you,  I  go  to  more  places  looking  for  defense  conversion 
funds.  And  there  is  not  a  central  clearinghouse  for  defense  conver- 
sion, which  is  a  central  problem. 

So  I  think  separate  that,  EDA  is  one  piece  of  the  pie,  and  just 
take  that  argument  from  a  philosophical  perspective  and  recognize 
the  validity  of  it  all  around. 

Chairman  Kanjorski.  Well,  let  me  ask  you,  and  maybe  we  will 
bring  in  the  free  entrepreneur  here,  what  is  the  justification  for  the 
U.S.  Government  providing  equity  or  conversion  funds  that  ensure 
a  private  individual's  wealth?  In  other  words,  why  should  we  pick 
winners  based  on  grant  proposals?  Why  should  we  say,  "Mr.  Frisby, 
that  is  a  good  idea.  We  are  going  to  give  you  50  percent  of  the  eq- 
uity that  you  need,  or  a  loan  at  a  set  low-interest  rate,  and  you  are 
going  to  become  very  wealthy  with  your  idea.  On  the  other  hand, 
Mr.  Miller,  your  application  just  did  not  appear  sufficiently  com- 
petitive to  us;  it  was  a  good  idea,  but  not  as  competitive  as  Mr. 
Frisby. 

Now,  we  have  made  Mr.  Frisby  potentially  a  millionaire  in  our 
system,  to  a  large  extent  subsidized  by  Federal  largesse,  and  we 
have  told  Mr.  Miller  that  he  has  got  a  terrible  grants  writer.  That 
is  what  we  told  him. 

Mr.  Miller.  I,  frankly,  would  worry  about  a  society  that  empha- 
sized the  equality  and  the  distribution  of  money.  I  am  concerned 
about  the 

Chairman  Kanjorski.  Well,  we  do  that,  though. 

Mr.  Miller.  I  am  concerned  about  the  stewardship  and  the  ex- 
cellent investment  and  use  of  that  money. 

So  if  a  community  can't  get  a  grant,  I  would  worry  about  how 
they  efficiently  would  invest  those  funds  locally  if  they  can't  have 
the  competency  to  get  the  money  in  the  first  place. 

Chairman  Kanjorski.  If  you  really  examine  applications  from 
different  areas,  Mr.  Miller,  you  will  see  that  they  are  a  mile  apart. 
If  we  judged  the  applications  by  peer  review  on  their  content,  I 
have  not  ofoubt  that  all  the  money  we  disburse  in  the  United  States 
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would  go  to  the  east  coast,  the  west  coast,  the  gulf  coast  of  the 
United  States.  That  is  where  the  best  writers  are,  that  is  where  a 
lot  of  your  research  universities  are.  It  certainly  does  not  end  up 
in  Altoona,  Pennsylvania. 

Altoona,  Pennsylvania,  is  not  going  to  draw  up  a  really  good  ap- 
plication. 

Mr.  Miller.  Unless  they  had  a  good  consultant. 

Chairman  Kanjorski.  Or  they  have  a  Congressman  which  is 
very  successful. 

Mr.  Miller.  Which  they  do. 

Chairman  KANJORSKI.  And  that  brings  us  to  the  whole  point,  is 
that  part  of  the  mix?  Should  we  be  involved,  as  Members  of  Con- 
gress in  leveling  the  field  out?  If  there  were  no  Jamie  Whittens  in 
the  world,  Mississippi  would  be  down  the  Mississippi  River  in  a 
true  sense. 

On  the  other  hand,  getting  involved  means  sometimes  you  have 
the  expenditure  of  funds  in  the  wrong  direction  or  for  the  wrong 
purpose. 

The  one  thing  I  am  damn  sure  of,  damn  sure  of,  is  that  the 
Science  Foundation  and  peer  review  on  research  and  development 
is  not  the  way  to  go.  That  is  the  sure  way  of  ending  up  with  elitists 
deciding  where  all  the  money  goes.  And  they  are  going  to  end  up 
putting  your  economic  development  money  on  college  campuses. 

They  have  in  Pennsylvania — ^they  have  made  it  a  welfare  State. 
Otherwise,  it  was  a  fairly  good  progpram  at  one  time. 

Mr.  Atkinson.  I  think  there  needs  to  be  a  middle  ground  be- 
tween an  entitlement  arrangement  and  some  sort  of  consultant 
written  grants  process. 

For  example,  the  way  the  Department  of  Labor's  Dislocated 
Workers  Program  works  is  that  every  State  gets  the  same  amount 
of  money  based  on  a  formula,  regardless  of  what  their  performance 
is. 

Certain  States  have  excellent  programs.  But  whether  they  do  a 
good  job  or  not,  they  get  the  same  amount  of  money.  There  is  very 
little  incentive  for  lagging  States  to  have  better  programs. 

So  I  think  there  has  to  be  competition  in  grants.  I  think  the 
problem,  though,  is  that  you  end  up  with  a  grants  process  where 
people  who  are  reviewing  the  grants  don't  have  enough  knowledge 
about  what  is  going  in  the  field.  They  only  have  the  piece  of  paper 
in  front  of  them.  So,  they  can't  see  beyond  the  piece  of  paper.  They 
can't  really  distinguish  between  good  and  bad  applicants. 

Chairman  Kanjorski.  The  whole  point,  going  back  to  what  the 
mayor  said,  is  that  some  people  do  not  know  now  to  judge  their 
public  official  performance.  If  you  say  you  are  going  to  decide  based 
partly  on  entitlement  and  partly  on  performance  success,  the  com- 
munity that  does  not  have  the  sophistication  to  judge  success  is 
going  to  suffer. 

Mr.  Atkinson.  But  I  think  that  would  only  be  a  problem  if  we 
had  a  large  amount  of  money  to  be  distributing.  There  are  many 
more  requests  than  there  are  applicants.  So,  as  long  as  that  is  the 
case 

Chairman  Kanjorski.  Well,  you  are  right  if  you  are  talking 
about  your  State  EDA  money.  But  what  I  am  talking  about  now 
is  putting  together  a  data  base  of  infrastructure  and  investment 
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that  encompasses  everything  that  we  spend  in  HUD,  everything  we 
spend  in  Congress,  everything  we  spend  in  defense,  everything  we 
spend  in  research  in  development — that  that  should  all  be  out 
there, 

I  just  recently  had  my  office  prepare  the  breakdown  of  research 
and  development  money  in  Pennsylvania  because  I  was  particu- 
larly interested  to  see  how  it  gets  distributed.  I  found  out  there  are 
only  two  areas  in  Pennsylvania  that  really  get  any  substantial 
money — and  do  they  get  substantial  money — Pittsburgh  and  Phila- 
delphia, Philadelphia  overwhelmingly. 

The  rest  of  the  area,  to  a  large  extent,  is  devoid  of  it.  Some  dis- 
tricts have  absolutely  none — no  research  and  development  at  all. 
Now,  that  is  $70  billion  and  the  spinoff"  they  will  create  that  you 
are  worried  about. 

I  mean,  what  you  can  basically  say  is  some  of  these  areas  that 
have  no  research  and  development  money,  are  never  going  to  have 
another  technology.  It  gets  developed  by  an  entrepreneur  in  an- 
other area  unless  somebody  does  something  about  it. 

It  is  not  by  chance  that  Cambridge  and  Boston  happen  to  grow. 
I  mean,  if  you  took  MIT  and  Harvard  out  of  that  area,  it  would  be 
a  significantly  different  area  today. 

Now,  I  am  sure  that  the  mayor  of  Boston  and  the  mayor  of  Cam- 
bridge wants  those  institutions  to  stay  there.  They  want  the  funds 
to  go  there.  The  best  minds  are  there  and  we  should  probably  keep 
the  funds  there. 

But  do  we  not  have  an  obligation  to  disperse  some  of  the  money? 
Should  not  some  of  it  have  gone  off"  to  Lynn?  I  do  not  know  where 
Lynn  is  in  relation  to  Boston? 

Mr.  McManus.  We  are  about  5  miles  north,  right  up  the  coast. 

Chairman  Kanjorski.  Oh,  OK.  Give  me  a  town  50  miles  away. 

Mr.  McManus.  If  I  could,  Mr.  Chairman,  I  would  like  to  note 
that  if  anything,  certainly  we  have  benefited  from  the  process  of 
competition.  We  make  out  better  than  certainly  the  average 
community. 

But  from  a  philosophical  perspective,  if  you  are  looking  at  eq- 
uity— and  I  don't  necessarily  disagree  that  some  form  of  competi- 
tion is  healthy — but  essentially  when  you  say  "competition"  and 
when  you  talk  about  the  way  things  are,  and  if  you  want  to  fix  the 
problem,  you  have  to  look  at  what  is  there  and  what  theoretically 
we  would  like  to  think  is  there. 

If  I  go  out  and  hire  a  good  lobbying  firm,  I  am  going  to  get  more 
money.  Now,  I  know  that.  That  is  the  simple  fact  of  life.  I  am  not 
sure  that  necessarily  is  going  to  address  the  problem  for  the  great 
bulk  of  America  or  our  cities,  and  so  forth. 

But  that  is  the  way  it  is.  So  if  you  want  to  address  the  real  prob- 
lem, look  at  what  we  have  today  and  how  you  adjust  it.  That  is 
why  I  know 

Chairman  Kanjorski.  Well,  that  brings  us  to  a  very  important 
question.  What  do  you  think  of  the  EDDs  as  they  exist — the  Eco- 
nomic Development  Districts?  Is  it  time  that  we  enlarge  them  to 
be  nonprofits  that  can  compete,  or  should  we  keep  that  format  in 
place? 


Mr.  McManus.  I  have  two  thoughts  on  that.  I  Hken  it  to  kind 
of  what  we  do  with  our  job  retraining  and  training.  I  Hke  to  think 
in  parallels. 

Things  work  best  locally  for  us  in  that  area — job  retraining,  be- 
cause we  work  with  the  private  sector.  We  tailor  our  training  pro- 
gprams  there  around  what  the  private  industry  says  they  are  going 
to  need  for  jobs.  There  is  that  element  of  thought  and  planning  be- 
cause they  are  involved  in  the  process. 

I  think  you  do  the  same  thing.  A  manageable  level — and  it 
doesn't  necessarily  have  to  be  a  local — but  I  would  say  400,000  to 
500,000  people,  if  you  are  not  in  one  of  the  major  cities  is  a  pretty 
good  planning  district.  But  within  those  confines,  I  do  think  you 
open  it  up  to  as  many  people  that  can  come  into  that  process  and 
be  productive — whether  it  be  no-profits,  whether  it  be  nonprofits, 
whether  it  be  private  industry. 

Anybody  that  is  prepared  to  get  in  the  mix  and  bring  something 
to  the  table  and  be  productive  should  be  included  in  that.  It  has 
worked  very  well  for  us  in  some  areas. 

I  don't  see  why  it  couldn't  work  well  for  economic — as  a  matter 
of  fact,  it  has  to  work  well  for  economic  development,  or  all  we  do 
with  the  job  training  and  trjdng  to  help  our  workers  is  for  nothing 
because  the  jobs  won't  be  there. 

Chairman  Kanjorski.  I  seem  to — I  have  watched  a  few  of  these 
entities  around  the  country.  They  tend  to  have  conferences  and 
conventions.  They  come  away  with  buzzwords.  You  can  see  who  at- 
tended because  they  start  up  with  the  technology  corridor. 

Two  or  three  years  ago  everybody  had  to  have  a  technology  cor- 
ridor. They  went  out  and  received  a  grant,  and  then  did  a  study. 
They  had  to  find  some  geographical  location  in  their  area  that  was 
going  to  be  the  "technological  corridor."  You  guys  must  have  been 
successful  or  something  down  there. 

Mr.  Miller.  I  think  we  started  it. 

Chairman  Kanjorskl  I  think  you  did.  I  see  this.  I  mean,  it  goes 
with  waves  through  the  country.  To  me,  that  smells,  sounds,  and 
tastes  of  bureaucracy.  That  is  so  typical.  Buzzwords,  respond,  pub- 
lish, get  out  there  and  get  recognized  rather  than  really  doing  inno- 
vative things. 

They  tend  to  become  tremendous  gin  mills,  if  you  will,  for  grants 
to  study.  I  mean,  they  just  chum  up  the  works.  They  get  into  the 
States.  They  get  into  all  the  departments  of  the  Federal  Govern- 
ment. They  are  always  studying  and  studying.  They  must  have  fan- 
tastic libraries  to  complete  the  studies.  Some  do  not  go  anywhere. 

Mr.  McManus.  I  used  to  hate  the  terms  "one-stop  shopping"  and 
"holistic  approach"  until  I  realized  they  got  us  a  lot  of  money.  So 
I  started  using  them. 

Chairman  Kanjorski.  Well,  part  of  it,  we  touched  on  earlier. 
There  is  not  any  disagreement,  I  assume,  that  a  best  practices  li- 
brarv  or  central  repository  is  a  good  idea.  An  evaluation  center 
would  be  a  worthwhile  way  to  use  some  of  our  funds  we  could  say, 
"These  are  some  of  the  best  things  found,"  and  make  them  readily 
available. 

I  am  convinced  that  we  are  spending  entirely  too  much  money 
on  reinventing  the  wheel.  It  reminds  me  of  the  1930's.  Do  you  re- 
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member,  "Our  Gang."  "Let's  have  a  play"?  They  all  sit  down.  They 
are  going  to  put  a  play  on. 

Every  community  has  an  announcement  that  somebody  is  leav- 
ing town.  You  know,  let  us  get  together.  They  all  sit  around  a  table 
like  this  and  basically  talk  about  the  same  damn  issues,  but  they 
think  they  are  reinventing  the  wheel.  They  are  reinventing  the 
wheel,  but  they  think  they  are  being  very  inventive. 

And  yet  98,  99  percent  of  what  they  do  could  be  gathered  up  very 
quickly,  and  used  at  a  very  cheap  level.  We  do  not  do  that.  Now, 
is  that  in  accordance  with  the  employment  rules  of  grantsmen  and 
consultants? 

Ms.  WOHLBRUCK.  Mr.  Chairman,  I  know  you  don't  like  districts, 
but  we  do  have  a  data  base,  too,  of  what  districts  have  been  doing. 
Maybe  they  are  not  doing  all  they  should.  We  would  certainly  agree 
with  you.  We  would  certainly  like  to  contribute  our  400  projects. 
We  have  been  collecting  these  on  our  own. 

We  understand,  as  the  mayor  does  and  all  these  other  panelists, 
that  there  is  a  need  for  change.  We  need  to  get  these  kinds  of  insti- 
tutions ready  for  the  next  century.  We  view  economic  development 
the  way  you  do  as  a  broader  base. 

But  we  feel  there  is  a  key  role  for  local  elected  officials  particu- 
larly when  we  are  talking  about  coordinating  programs.  We  need 
mayors;  we  need  county  commissioners  to  be  involved  people  be- 
cause long-term  change,  particularly  in  distressed  rural  areas,  is 
going  to  have  to  involve  the  kind  of  leadership  that  DeWitt  was 
talking  about. 

You  must  get  those  elected  officials  to  buy  in  and  be  part  of  your 
planning  process  in  order  to  make  a  long-term  change.  There  are 
many  kinds  of  interests  in  communities.  But  we  would  like  to  see 
the  coordination  done  at  a  local  level  through  a  strategic  effort  of 
bringing  people  to  the  table  as  we  are  trying  to  do  with  our  project. 

Chairman  Kanjorski.  You  would  not  be  opposed,  then,  to  having 
other  entities,  other  than 

Ms.  WoHLBRUCK.  I  think  that  as  long  as — it  is  part  of  the  local 
strategy  that  the  local/regional  council,  or  whatever  it  is  called — 
that  is  controlled  by  local  elected  officials,  I  would  say  yes. 

As  a  matter  of  fact,  districts  do  require  minority  participation 
where  there  are  minorities  in  the  population.  They  do  require  pri- 
vate sector  people  and  other  interests  to  be  on  their  board.  Maybe 
we  need  to  take  a  broader  look  at  that. 

Districts  were  the  original  "public/private  partnerships."  Perhaps 
they  have  gotten  away  from  that  concept.  We  are  not  excusing  that, 
but  I  do  think  you  have  to  think  of  this  29-year-old  program  with 
13  years  of  harassment,  and  give  us  a  chance. 

We  are  trying  at  the  local  level.  We  are  trying  on  our  national 
organization.  We  are  trying  it  with  foundation  money  to  get  us  to 
where  you  want  to  be.  We  really  do  want  to  be  there. 

Remember,  if  you  could  get  money  for  studies,  maybe  that  is  all 
you  could  get  in  the  eighties.  They  were  pretty  lean  years  for  our 
kinds  of  places. 

Chairman  Kanjorski.  Is  anybody  here  opposed  to  using  other 
entities  like  nonprofits? 
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Mr.  Miller.  I'd  be — CUED  would  be  cautious  in  approaching 
that,  and  so  would  I.  That  is  where  my  viewpoint  coincides  with 
the  organization  with  which  I  belong. 

Because  of  the  long  period,  that  difficult  period  that  EDA  has 
been  through,  I  would  say  you  need  some  very  creative  wav  to 
bring  back  a  sense  of  morale.  I  think  you  have  to  recruit  some  folks 
that  can  be  "Indians."  You  certainly  need  some  "chiefs"  who  are  en- 
thused and  aggressive  across  the  board. 

I  mean,  I  am  very  supportive  of  EDA,  but  there  are  some  horror 
stories. 

Chairman  Kanjorski.  Yes,  well,  do  you  think  we  ought  to  try 
things  with  demonstration  projects  as  opposed  to  trying  to  jump 
out  there  and  anticipate  what  they  need?  Should  we  say,  "Look, 
maybe  we  need  a  central  clearinghouse  operation  that  brings  to- 
gether all  these  entities.  We  will  see  whether  or  not  we  can  really 
put  together  a  center  and  bring  everybody  together — ^rural  develop- 
ments. Small  Business  Administration " 

Mr.  Miller.  We  ought  to  approach  that.  I  am  an  optimist  with 
scars.  I  used  to  be  an  urban  renewal  director  decades  ago — eons 
ago.  I  also  thought  that  was  a  good  program  when  well  done.  I 
thought  it  was  neutral.  I  thought  people  in  communities  abused  the 
process.  I  thought  the  process  could  have  been  productive  and  in 
many  cases,  it  was. 

But  there  were  all  sorts  of  investigations,  allegations,  and  so  on. 
That  happens  to  so  many  programs  in  their  lives  and  their  deaths. 
I  would  be  cautious  about  opening  the  doors  and  letting  anybody 
apply  and  letting  any  try  without  going  through  some  filter  of  ac- 
countability and  training  and  so  on. 

With  that,  of  course,  let's  open  up  the  process.  But  you  are  going 
to  have  to  have  people  in  EDA  that  can  process  that  new  genera- 
tion of  applicants. 

Ms.  WOHLBRUCK.  Mr.  Chairman,  that's  why  I  put  the  New  York 
Times  article  in  the  testimony,  because  I  think  it  is  important  for 
us  to  think  about  this.  What  Mr.  Lemann  has  said  is  they  are  very 
good  programs  but  they  are  generally  social  service  programs.  Ev- 
erybody wants  to  do  economic  development  now,  and  so  we  call  it 
economic  development. 

We  need  to  think  strategically  about  how  we  do  these  things  on 
a  local  level.  Just  saying  that  you  are  a  community  development 
corporation  and  you  are  doing  economic  development  may  or  may 
not  mean  that  you  are  doing  the  kinds  of  comprehensive  things 
that  you,  Mr.  Chairman,  are  envisioning. 

I  think  you  need  to  be  very  careful  about  that  and  make  sure  it's 
)art  of  some  strategic  plan  and  that  everybody's  at  the  table  at  the 
ocal  level,  rather  than  just  another  mandate  from  the  Federal 
evel  because  we've  fallen  in  love  with  these  folks  and  they've  got- 
ten all  the  foundation  money  for  the  last  25  years  and  our  people 
weren't  even  eligible.  The  Ford  Foundation  is  just  taking  a  look  at 
the  first  time  in  rural  areas  looking  to  the  public  sector  as  a  viable 
partner  in  these  kinds  of  programs. 

I  think  it's  very  important,  we  want  to  do  that.  But  I  hope  that 
your  comprehensive  vision  will  get  translated  at  the  local  level  so 
that  we're  all  really  working  as  part  of  an  effort  and  there  are  no 
more  industrial  parks  without  an  off-ramp. 
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Mr.  McManus.  Mr.  Chairman,  if  I  could,  I  agree  very  strongly 
with  the  need  for  the  local  officials  to  be  probably  the  initiators  to 
a  great  degree  of  what  is  going  to  work  for  their  locality. 

That  doesn't  mean  you  can't  have  a  model  that  has  worked  some- 
place else  and  just  put  it  in  place.  You  know,  like  you  said,  why 
reinvent  the  wheel.  So  I  do  very  strongly  support  that. 

I  must  also  note,  though,  short  of  the  few  isolated  examples  we 
can  give  historically,  Seattle  and  the  $2  billion,  Atlanta  and  a  $6 
billion  airport,  most  of  what  we  are  talking  about  is  a  jump-start 
for  a  program  that  can  only  be  successful  if  you  have  the  involve- 
ment of  the  private  sector  and  the  community  at  large.  And  that 
is  why  I  strongly  advocate  the  involvement  of  all  facets. 

Chairman  K\NJ0RSKI.  Well,  I  guess  what  I  am  saying.  Mayor,  is 
since  we  have  very  limited  EDA  funds,  we  should  find  out  what  is 
coming  to  a  community.  Let  me  give  you  an  example:  Recently,  in 
the  Washington  area  the  Federal  Drug  Administration  announced 
the  building  of  a  tremendous  facility,  $900  million,  where  is  that, 
in  Prince  Greorges  County?  Seven  thousand  new  jobs. 

Now  that,  we  know,  is  out  there.  And  I  venture  to  say  that  EDA 
does  not  know  it  is  out  there.  So  if  Prince  Georges  County  makes 
an  application  to  EDA,  they  are  not  saying,  well,  gee,  you  know, 
3  years  down  the  road  $900  million's  going  to  go  into  this  commu- 
nity, 7,000  people  will  join  the  work  force,  it's  going  to  cause  the 
building  of  3,000  new  homes,  $100  million  or  $200  million  will  be 
spent  on  highways  and  transportation  facilities. 

We  do  not  want  to  put  EDA  money  in  there  too.  They  already 
have  this,  you  see.  EDA  does  not  know  that. 

They  stand,  come  in,  and  all  they  look  at  is  the  facts  and  figures, 
the  requests  from  EDA  to  fund  a  local  study  on  economic  develop- 
ment. And  you  say  to  yourself,  are  they  kidding?  I  mean,  every 
community  in  the  world  would  love  to  know  about  economic  devel- 
opment. Their  problem  is  still  on  the  Federal  Government's  life 
support  system.  That  is  our  problem. 

Mr.  Frisby.  Your  concern  with  the  coordination  aspect  is  a  point 
well  taken.  Just  in  our  "little"  Long  Island  defense  community, 
we've  gotten  OEA  grants  from  Department  of  Defense  for  commu- 
nity adjustment,  and  we  have  gotten  EDA  grants  for  defense  diver- 
sification community  readjustment. 

In  both  cases,  the  results  are  not  actually  what  the  end  users 
could  utilize.  So  I  would  like  to  add  to  this  discussion  that  if  you're 
going  to  have  local  elected  officials,  certainly  involve  the  end  users 
as  well,  whether  it's  labor  or  business.  The  people  who  are  actually 
supposed  to  benefit  from  the  process  would  be  a  welcome  addition 
to  that  program.  It's  a  shame  to  see  that  money  be  misdirected 
when  it  can  go  to  a  lot  of  very  good  use. 

Chairman  Kanjorski.  Maybe  while  I  have  you,  Mr.  Frisby,  I 
mentioned  to  you  H.R.  3550,  the  Technology  Transfer  and  Commer- 
cialization bill  that  I  have  sponsored.  Do  you  feel  that  EDA  would 
be  a  legitimate  role  player  in  venture  capital  financing  or  guaran- 
teed loan  financing  of  new  technologies  that  would  be  sold  to  the 
public? 

Mr.  Frisby.  Specifically  relating  to  venture,  I  am  not  a  big  ven- 
ture fan,  personally.  I  think  their  batting  average  is  fairly  abysmal 
if  you  take  the  number  of  different  deals  they  will  look  at  Before 
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they  get  to  the  10  they  choose  before  they  get  to  the  one  that's  the 
home  run.  I  am  not  sure  that's  necessarily  positive  economic  devel- 
opments— ^venture  alone  is  not  the  way  to  go. 

But  the  working  capital  loan,  I  think  it's  a  terribly  necessary 
bridge.  There's  a  lot  of  programs  out  and  you've  alluded  to  the  situ- 
ation where  everyone  has  their  own  programs,  but  nothing  is  tying 
it  together  to  actually  combine  them  to  create  meaningful  economic 
development. 

I  have  opportunities  to  win  significant  commercial  aerospace  and 
nonaerospace  contracts.  My  problem  is  I  don't  have  access  to  work- 
ing capital  to  do  it.  It's  not  a  venture  partner  I  need  in  that  par- 
ticular case;  what  I  need  is  something  beyond  a  bank  which  would 
look  at  a  3-  to  5-year  payback  as  a  little  too  far  for  their  comfort 
level,  yet  not  a  venture  partner  who  wants  50  percent  of  my  busi- 
ness for  $100,000. 

If  you  can  fill  that  bridge  somehow  with  a  buydown,  a  guarantee, 
some  form  of  financial  benefit,  I  think  it  would  serve  a  most  vital 
role. 

Chairman  Kanjorski.  The  question  I  have  is  about  programs 
that  we  have  structured  in  the  past,  in  which  the  government  ends 
up  loser-loser.  If  we  provide  and  underwrite  loans,  we  know  a  por- 
tion of  those  loans  will  fail  and  therefore  we  will  lose.  The  portion 
of  the  loans  that  make  it  will  pay  a  relatively  low  market  return 
rate  which  will  not  create  as  much  money  as  the  failure  percent- 
age. I  suppose  if  you  put  $100  million  out,  assuming  20  percent 
failure,  you  are  going  to  lose  $20  million.  In  the  course  of  a  year 
you  get  6  percent  on  the  $100  million,  you  get  $6  million  back.  You 
end  up  with  a  deficit  of  $14  million, 

I  am  trying  to  construct  something  that  says,  look,  if  we  are 
going  to  play  with  government  money  and  government  financed  as- 
sets in  research  and  development,  tnat  is  a  tremendous  kicker  to 
people.  Why  can  we  not  put  that  money  out  and  use  venture  cap- 
ital for  a  part  of  the  equity?  I  do  not  mean  50  percent  for  a  small 
portion. 

But  we  can  take  an  individual  that  has  all  the  talent  in  manage- 
ment and  science  necessary,  but  if  he  does  not  really  have  a  large 
bankroll  he  cannot  go  anywhere.  But  if  he  had  $1  million  in  cap- 
ital, he  could  take  off.  Judgment  would  be  it  would  be  fairly  suc- 
cessful. Still  high  risk. 

Why  do  we  not  put  the  government  in  there  in  an  equity  position 
to  benefit? 

Mr.  Frisby.  I  have  no  philosophical  problems  with  that,  obvi- 
ously, assuming  the  capital  is  affordable  and  there  is,  obviously,  I 
would  assume,  some  form  of  nonvoting  or  noncontrolling  position. 
You  wouldn't  want  the  government  making  your  day-to-day  busi- 
ness decisions. 

Chairman  Kanjorski.  No.  Right. 

Mr.  Frisby.  But  that  aside,  it  would  be  an  interesting  role  to  ex- 
plore. I  certainly  think  it  is  better  than  no  role — I  would  also  sup- 
port having  private  participation  in  that  process,  whether  it's  to- 
gether with  private  venture  people,  the  government,  or  others. 

Certainly,  the  EDA  Loan  Program  up  to  New  York  was  a  case 
of  that.  Half  the  money  had  to  be  put  up  by  local  banks  and  county 
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and  local  governments.  That  was  the  good  part  of  the  program.  The 
bad  part  was  that  the  conditions  were  incredibly  onerous. 

But  the  theory  is  good  if  you  can  actually  get  it  to  practice  with 
any  kind  of  comfort  level  that  would  allow  it  to  be  made  affordable. 

Chairman  Kanjorski.  Well,  part  of  the  problem  when  you  are 
asking  the  banks  and  the  local  entities  to  come  into  a  package  like 
that  is  they  are  really  venture  capital  risk  takers.  They  are  not 
comfortable  with  that.  They  like  to  be  asset  lenders.  Somewhere  in 
there  we  have  to  take  out  that  risk  factor,  10,  20,  or  30  percent, 
which  is  the  venture  capital.  And  I  think  it  is  going  to  be  a  lot 
cheaper  for  us  to  do  that  in  a  very  direct  way. 

But  after  all,  you  are  going  to  nave  either  a  large  or  a  small  por- 
tion of  the  risk,  too.  And  you  do  not  succeed  unless  you  succeed. 

Mr.  Frisby.  Sure.  I  welcome  the  opportunity.  I  hadn  t  seen,  to  be 
honest  with  you,  the  full  details  of  your  bill.  But  I  will  be  more 
than  happy  to  give  you  our  group's  and  my  written  response  when 
I  get  a  chance.  It's  a  creative  idea  and,  frankly,  there  has  been  a 
real  shortage  of  creative  ideas  to  help  solve  this  working  capital 
situation. 

I  welcome  your  leadership  in  the  area. 

Chairman  Kanjorski.  Does  anyone  else  have  anything  to  add? 

Ms.  WOHLBRUCK.  Mr.  Chairman,  I  have  a  witness  over  in  the 
empowerment  zone  hearing  from  rural  Missouri  who  runs  a  num- 
ber of  small  business  programs,  so  I  asked  him  last  night  about 
this. 

He  said  what  he  had  found  in  rural  Missouri  was  they  would 
love  to  have  had  a  venture  capital  person,  but  they  start  at 
$100,000.  And  we  want  to  be  sure  the  funds  are  carefully  invested 
because  it's  government  money  so  there  will  be  more  scrutiny.  And 
it's  very  tricky  and  it's  a  new  kind  of  effort,  although  a  lot  of  our 
folks  are  into  small  business  lending  in  a  big  way  in  CDCs  and  re- 
volving loan  funds  and  intermediary  relending. 

I  think  that  is  the  concern  that  our  members  would  have.  You 
have  to  be  sure  that  it's  a  very  good  program  and  that  competent 
people  would  be  in  charge,  so  we  don't  take  the  rap  that  this  is  an- 
other lousy  government  program.  That  it  is  much  trickier.  Our 
rural  people  have  a  hard  time  finding  people  like  that  in  rural 
areas. 

Chairman  Kanjorski.  I  am  not  satisfied  that  we  have  come  up 
with  the  best  mix  yet.  I  would  like  to  marry  government  participa- 
tion in  the  equity  area  with  the  genius  of  the  private  sector  invest- 
ment banking  skill.  I  think  it  is  one  of  the  greatest  skills  America 
has  developed,  investment  banking. 

If  we  could  find  some  way  to  tap  into  that  community,  find  some 
folks  that  said,  "Gee,  I  have  had  enough  of  the  private  market.  Let 
me  do  some  good  and  come  in  and  help  place  government  money 
as  I  would  private  money  in  the  investment  capital  world,  I  think 
that  is  where  we  have  to  go." 

But  I  do  not  want  bureaucrats  to  be  investment  bankers.  I  mean, 
that  is  a  license  for  disaster. 

On  the  other  hand,  I  think  we  have  to  get  venture  capital  out 
there  somewhere.  Maybe  we  can  find  a  way  of  encouraging  banks 
to  do  things  like  CRAs.  CRAs  encourage  the  securities  industry  to 
get  involved.  But  not  with  their  money.  But  if  we  say  to  investment 
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bankers,  "Look,  we  want  you  to  use  the  same  intellect  to  make  cap- 
ital investments  for  the  government.  You  have  got  a  duty  to  do 
this." 

Of  course,  we  do  not  have  any  licensing  procedures  for  them,  I 
guess.  Nor  do  I  want  to  create  an  enforcement  vehicle  just  to  get 
tnis  done. 

But  somewhere  we  have  to  find  those  people  that  are  talented  in 
making  choices  of  where  capital  should  go  and  use  them  to  get  that 
capital  out.  It  has  to  be  in  a  much  broader  market  than  tne  very 
contained  regional  market  is  now. 

I  happen  to  represent  a  blank  capital  area  in  the  country,  north- 
eastern Pennsylvania.  It  is  just  impossible  to  get  venture  capital. 
I  mean,  it  does  not  pay  anyone  to  do  the  executive  search  time  to 
make  an  investment. 

I  mean,  after  all,  investment  bankers,  if  it  is  not  a  several  mil- 
lion dollar  deal,  it  is  not  worth  their  while  to  get  involved.  And  yet 
some  stuff  that  we  are  putting  together  initially  is  significantly 
smaller,  but  it  still  requires  well  tnought-out  business  decisions. 
We  have  to  determine  when  it  is  good  to  go  and  what  kind  of  tech- 
nical assistance  follows  when  you  go  to  the  secondary  market,  and 
where  you  go  the  second  time  to  get  more  venture  capital,  and 
where  you  eventually  go  to  get  long-term  loans,  and  how  you  do 
your  financing. 

A  lot  of  the  people  that  are  great  creators  of  business,  they  do 
not  have  the  sense  to  do  the  financing  end  of  it.  We  have  to  find 
some  vehicle  within  the  system,  hopefully,  out  of  the  private  sector 
market,  and  just  piggyback  it.  Yes? 

Mr.  Frisby.  Your  idea  of  a  pilot  program  would  certainly  be  a 
good  place  to  start,  and  would  generate  a  gpreater  comfort  level  if 
you  picked  both  an  urban  area  and  a  rural  area. 

Chairman  Kanjorski,  Yes.  Interesting  you  were  going  to  say 
that. 

I  was  thinking  of  structuring  part  of  EDA.  Make  it  a  challenge 
that  if  the  community  were  serious,  let  them  come  up  with  a  con- 
tribution, and  we  would  either  match  it  dollar  for  dollar  or  $2  for 
$1  of  venture  capital  up  to  a  maximum  amount.  They  would  reallv 
have  to  be  a  needy  community,  and  we  would  break  it  up,  rural, 
urban,  and  so  forth. 

And  then  they  would  have  to  come  up  with  a  methodology  of  in- 
vestment. What  their  scheme  would  be,  what  kind  of  organization 
they  would  form,  and  what  personnel  would  handle  it.  It  would 
have  to  be  sizable.  None  of  this  dippy  stuff. 

I  am  not  talking  about  a  $1  million  or  a  $2  million  fund;  I  am 
talking  about  a  $20,  $30,  $40,  $50  million  shot.  I  am  talking  about 
buy  them  the  chance  at  the  wharfs,  the  Seattle  wharfs  idea.  If  they 
make  it,  they  are  going  to  succeed  economically.  Make  it  that  kind 
of  a  challenge.  If  they  do  not  make  it,  we  all  have  to  go  back  to 
the  drawing  hoards  and  try  again. 

But  I  think  that  would  be  worthwhile  for  EDA  to  say  we  will 
award  three  demonstration  projects  in  the  country  for  venture  cap- 
ital. You  have  to  have  local  participation.  The  local  people  have  to 
make  a  commitment  either  to  raise  their  taxes  or  go  out  and  bor- 
row money  to  do  it.  Make  the  numbers  rather  broad  so  it  is  not 
specific  like  the  zones. 
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I  have  no  sympathy  to  the  enterprise  zones.  I  think  they  are  cre- 
ating more  problems  than  we  are  going  to  solve,  ultimately. 

Yes? 

Mr.  Roberts.  I  would  suggest — this  is  not  a  field  that  I  am  to- 
tally familiar  with,  but  I  think  there  are  probably  at  least  30 
States  across  the  country  that  over  the  last  10  years  have  created 
venture  capital  funds. 

I  don't  at  all  begin  to  think  that  there  is  not  a  Federal  role  or 
a  need  greater  than  the  State  efforts.  But  I  do  think  we  can  learn 
from  what  has  happened  with  those  30  plus  programs. 

Chairman  Kanjorski.  To  a  large  extent  I  am  familiar — I  have 
looked  at  a  lot  of  them. 

The  problem  is  they  usually  are  not  run  by  investment  bankers. 
They  are  run  by  government  employees.  Probably,  the  people  least 
involved  in  risk  taking. 

Mr.  Miller.  As  a  hint.  Congressman,  in  my  own  program  we 
have  three  loan  programs.  And  I  have  two  bankers  on  my  stafiT  that 
are  so  qualified  that  the  only  reason  I  get  the  banks  to  bond  is  that 
we  do  the  underwriting,  and  we  put  up  the  gap  financing. 

So  the  banking  community  knows  my  staff,  and  we  pull  them  in 
instead  of — ^because  I  will  say:  Don't  speak  your  language.  You 
know  bond. 

Chairman  Kanjorski.  When  you  talk  about  that  you  are,  you  are 
not  really  talking  about  what  I  am  talking  about,  venture  capital. 
You  are  talking  about  covering  the  risks  of  bankers. 

I  have  found — nothing  against  bankers 

Mr.  Miller.  To  raise  capital. 

Chairman  Kanjorski.  But  they  are  probably  the  last  people  to 
put  on  a  venture  capital  operation  because  bankers  just  are  not 
risk  takers.  I  mean,  they  would  miss  the  most  obvious  success  in 
the  world. 

Mr.  Miller.  Except  we've  gotten  them  to  do  about  $20  million 
in  our  city  of  165,000. 

Chairman  Kanjorski.  Yes,  but  what  you  will  find  out — what  I 
have  found  out  in  watching  them  is  that  generally  they  are  helping 
finance  tremendously  successful — potentially  successful  operations 
that  do  not  really  require  what  you  call,  quote  "venture  capital," 
total  risk  loss  capital  if  the  thing  does  not  go. 

With  that  fund,  you  are  probably  sort  of  insuring  the  risk  factor 
like  EDA  does  on  the  loans. 

When  EDA  was  underwriting  loans  and  doing  insurance  on 
loans,  business  loans,  they  had  a  loss  factor  that  they  actually 
made  money  on.  Taking  out  the  steel  company  losses,  they  made 
money  on  that  loan  program.  But  that  was  not  putting  venture 
capital. 

Mr.  Miller.  They  only  fund  those,  though — we  only  fund  those 
that  were  turned  down  by  the  banks  on  their  own. 

Chairman  KANJORSKI.  I  know.  But  the  banks  are  not,  you 
know 

Mr.  Miller.  We  buy  a  comfort  level. 

Chairman  Kanjorski.  I  know.  But  you  see,  the  banks  decide 
which  ones  they  are  going  to  turn  down  so  they  know  which  ones 
they  want  to  cover.  I  mean,  they  set  their  own 
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Mr.  Miller,  You  may  be  giving  them  more  credit  than  they  are 
due. 

Chairman  Kanjorskl  Well,  I  do  not  know  how  your  banking 
community  is.  In  Pennsylvania,  at  this  point,  we  have  maybe  three 
or  four  banks.  That  is  it.  And  I  know  there  are  such  things  as,  you 
know,  that  they  should  not  talk,  but  the  voices  from  the  executive 
suite  are  obviously  loud  enough  from  the  executive  suite  than  they 
can  be  heard  from  building  to  building.  They  seem  to  know  what 
the  other  group  is  doing.  They  tend  to  cut  up  the  territory  in  some 
way. 

Not  that  I  am  suggesting  anything  illegal.  God  forbid. 

Mr.  Miller.  The  reason,  to  piggyback  on  what  Mr.  Fri shy's  been 
saying,  is  that  the — it  is  not  working  well  now.  And  venture  cap- 
italist, the  one  firm  we  were  dealing  with,  he  gave  us  quickly  55 
percent  of  his  business,  and  then  partners  can  out.  I  think  he  owns 
about  10  percent  of  his  business  left,  just  to  have  enough  capital 
to  expand  where  he  is. 

So  venture  capitalists,  to  me,  aren't  the  answer.  What  is  going 
on  now  is  not  the  answer,  and  there  is  a  great  big  field  out  there 
that  nobody  is  playing  in.  And  that's  how  to  get  more  capital  into 
our  small-  and-medium  sized  growing  American  firms. 

Chairman  Kanjorskl  Our  testimony  seems  to  indicate  that  the 
problem  is  in  zero  to  $5  million,  and  generally  in  the  half  million, 
$1  million  range.  After  you  get  the  $5  million,  Wall  Street  will  lis- 
ten to  you,  but  up  until  that  point  does  not  pay  for  them  to  listen 
to  you  too  closely  because  you  are  really,  costwise,  far  more  expen- 
sive to  them  than  you  are  worth. 

And  if  you  are  talking  about  $100,000  to  $500,000,  that  is  consid- 
ered, I  guess,  family  money  that  should  be  put  up. 

Let  me  ask  the  whole  panel  this.  What  is  the  single  most  impor- 
tant thing  we  should  do  in  reauthorizing  the  EDA?  What  is  your 
high  priority? 

We  will  start  over  with  you,  Mr.  Frisby. 

Mr.  Frisby.  I'll  throw  in  one  from  the  trenches:  Avoid  duplication 
of  assistance  programs  at  all  costs. 

Chairman  Kanjorskl  No  piggybacking? 

Mr.  Frisby.  There  are  already  far  too  many  technology  transfer, 
marketing,  strategic  planning.  That's  all  accomplished  by  the 
SBDCs,  NIST  centers,  and  the  like. 

I  would  just  urge  you  not  to  double  fund  the  same  thing  that  has 
already  been  funded  or  create  a  whole  other  new  structure  of  deliv- 
ery. That  is  probably  my  biggest  concern. 

Certainly,  there's  an  opportunity  to  do  something  with  the  fi- 
nancing vehicles  and  bridges  you've  been  talking  about.  They  could 
focus  from  the  venture  side  to  a  little  further  downstream  on  the 
working  capital  side.  Those  would  be  my  two  principal  points. 

Mr.  Roberts.  I  would  piggyback  on  that  by  saying  not  only  don't 
duplicate  but  consolidate.  Bring  them  all  together. 

Chairman  Kanjorskl  On  this  question,  would  you  all  agree  to 
come  back  if  we  challenged  all  the  various  departments  of  the  Fed- 
eral Grovemment  to  structure  their  economic  development  pro- 
gframs  and  chart  them? 

Mr.  Roberts.  Yes. 
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Chairman  Kanjorski.  So  that  at  some  point,  we  will  see  what 
we  actually  do,  we  will  see  what  works  and  how  it  works,  and 
where  the  holes  are? 

Mr.  Roberts.  That  has  already  been  done  to  some  extent.  We  did 
it  last  year  for  the  National  Perwrmance  Review.  We  laid  out,  iden- 
tified even,  programs  like  the  Community  Development  Block  Pro- 
gram. Probably,  the  largest  single  Federal  economic  development 
program  since 

chairman  Kanjorski.  Is  there  a  videotape  of  that  presentation? 
Are  there  notes  or  transcripts  that  exist? 

Mr.  Roberts.  I'm  sure  there  is  not  a  videotape.  Whether  there 
are  notes  or  things  still  available,  I  wouldn't  know. 

Chairman  Kanjorski.  Who  would  have  knowledge  of  that? 

Mr.  Roberts.  There  are  memos  that  were  created. 

Chairman  KANJORSKI.  Are  you  very  familiar  with  that.  Dr. 
Atkinson? 

Mr.  Atkinson.  Pardon? 

Chairman  Kanjorski.  Are  you  very  familiar  with  that  presen- 
tation? 

Mr.  Atkinson.  Yes,  I  am. 

Chairman  Kanjorski.  OK. 

Mr.  Atkinson.  We  can  dig  it  up  for  you,  if  you  would  like. 

Chairman  Kanjorski.  OK.  Let  me  make  you  a  challenge.  This  is 
one  Member  of  Congress  who  tells  you  I  do  not  know  all  of  the  eco- 
nomic development  programs  that  I  vote  on,  and  I  would  like  the 
opportunity  to  find  out  what  they  are.  I  am  amazed.  If  I  do  not 
know,  I  do  not  know  how  the  business  community  can  know. 

Mr.  Frisby.  If  it  makes  you  feel  better,  our  State  governments 
don't  know  either.  We  have  local,  village,  county,  State,  regional 
groups  all  fighting  for  the  same  grants  and  all  kind  of  different 
agency  funds.  They  don't  know  where  the  heck  anything  is  either, 
if  that  makes  you  feel  a  little  bit  more  comfortable.  The  confusion 
flows  down  to  us. 

Chairman  Kanjorski.  Well,  I  am  familiar  with  it  because  I  see 
a  lot  of  wasted  energy,  time  and  money,  scarce  money. 

I  am  doing  something  in  property,  that  is,  surplus  property  from 
the  Federal  Government.  Very  often  what  we  see  is  a  piece  of  prop- 
erty come  on  the  line,  leave  the  Federal  department,  go  to  the 
States,  and  then  it  is  advertised.  We  find  a  way  to  let  all  tne  States 
know.  Now  all  the  50  States  have  to  send  somebody  to  review  it. 
Only  one  of  the  States  will  get  it.  If  you  add  up  the  cost  of  every- 
body coming  to  look  at  it,  you  see  we  are  losing  money.  Now,  that 
is  a  stupid  system.  You  just  do  not  throw  out  a  challenge  and  have 
that  happen. 

So  does  anyone  else  want  to — Mr.  McManus. 

Mr.  McManus.  Mr.  Chairman,  just  on  a  note.  When  you  talk 
about  duplication  of  effort,  representing  the  conference  itself  and 
personally,  I  feel  very  strongly  that  if  you  were  to  chart  all  the 
agencies  and  see  how  much  duplication  of  effort  there  is  at  that 
level,  and  then  put  the  States  as  a  distribution  mechanism  on  top 
of  that — I  am  not  a  staunch  advocate  of  some  of  the  policies  coming 
out  of  our  current  administration  about  everything  goes  through 
the  State  because  we  found  it  just  doesn't  work.  It  is  just  another 
level  of  confusing  issues. 
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Chairman  Kanjorski.  Confusion.  I  agree  with  you  on  that.  As  a 
matter  of  fact,  when  you  did  the  performance  review,  did  you  go 
to  the  State  level  and  do  the  overlay? 

Mr.  Roberts.  No. 

Chairman  Kanjorski,  Do  we  have  anyone?  For  instance,  could  I 
take  the  Federal  program  that  you  say  exists,  throw  it  on  the  wall, 
and  then  say  get  the  Commonwealth  of  Pennsylvania  and  do  an 
overlay? 

Mr.  Roberts.  And  know  which  Federal  programs  go  through  the 
State  versus  to  the  region? 

Chairman  Kanjorski.  And  the  critique  of  what  the  State  is 
doing  so  we  can  get  an  idea  of  it.  v 

Mr.  Roberts.  Sure. 

Chairman  Kanjorski.  I  happen  to  think  that  a  very  high  per- 
centage of  what  we  are  spending  out  there  never  filters  througn  to 
the  end.  It  gets  diluted,  gets  disappointed,  and  then  finally  gets 
some  satisfaction,  which  is  almost  prone  to  failure  with  time. 

I  mean,  18  months  is  a  long  time  to  have  a  vision  of  a  successful 
market. 

Mr.  Roberts.  Of  course,  that  argument  can  be  extended.  And 
since  there  is  no  one  here  representing  a  community-based  group — 
I  do  tend  to  support  them — I  would  say  that  cities  and  all  groups 
like  direct  access.  If  the  theory  is  that  community-based  grants 
must  go  through  cities,  I  would  agree  the  city  and  regional  grants 
should  then  go  through  State. 

Chairman  Kanjorski.  Well,  you  see,  if  we  had  a  model  to  judge 
success  on,  and  we  took  the  concept  of  the  economic  development 
district,  assuming  it  would  be  reformed  in  some  way  to  be  more  re- 
sponsive, we  could  make  direct  economic  development  in  that  dis- 
trict. And  then,  on  a  model,  test  them  for  success  every  second  or 
third  year.  And  if  they  fail,  you  know,  we  would  advertise  for  a  new 
intermediary  to  come  in. 

Mr.  Roberts.  Exactly,  you  should. 

Ms.  WoHLBRUCK.  Mr.  Chairman,  could  I  ask  you  for  a  5-year 
bill?  I  know  you're  going  to  say  no.  Just  think  of  an  agency  that 
survived  1  year  at  a  time  with  aeath  hanging  over  it,  and  vou  won- 
der why  it  nasn't  done  better.  A  lot  of  programs  like  the  mrm  pro- 
-ams have  permanent  authorization.  If  economic  development  is 
important,  why  shouldn't  we  give  it  a  long  term  and  then  you  can 
come  back  and  change  it  or  improve  it  later. 

Chairman  Kanjorski.  There  is  what  we  are  going  to  do,  if  I  have 
any  input  in  the  process.  I  think  we  are  in  dire  need  of  retooling 
and  reinventing  the  whole  economic  development  process.  I  have  to 
tell  you,  I  am  not  sufficiently  aware  of  everything  that  is  happen- 
ing in  the  many  other  areas  that  relate  to  economic  development. 
I  would  like  to  allow  the  new  Secretary  to  get  a  chance  to  get  into 
the  water,  if  you  will,  and  continue  on  with  this  restructuring.  I 
firmly  believe  there  are  significant  changes  that  have  to  be  made 
out  there,  in  mentality,  attitude,  and  probably  personnel. 

Once  that  is  accomplished,  and  it  would  probably  take  a  year  to 
do  it,  during  the  course  of  that  year  I  would  like  to  work  with  the 
administration  and  broaden  the  scope  of  where  we  are  going,  and 
sharpen  the  tools.  I  mean  I  think  it  is  ridiculous  to  spend  one-third 
of  a  billion  or  one-half  a  billion,  although  that  is  a  small  amount 


137 

of  money,  on  economic  development,  if  you  have  no  method  to  test 
whether  it  is  successful.  What  would  have  happened  if  we  had  done 
nothing,  what  would  have  happened  if  we  had  not  had 
piggybacked,  what  would  have  happened  if  we  had  not  had  the 
State  involvement  and  all  the  problems  that  that  caused  us?  What 
would  happen  if  we  just  gave  it  to  the  States  to  do? 

Politically,  probably  that  is  the  easiest  thing  to  do,  but  then  also 
it  is  easier  to  turn  the  tap  off,  too.  So  you  would  like  the  5-year 
shot?  Do  not  worry,  EDA  will  exist  during  this  administration  and 
my  tenure  in  Congress. 

I  have  got  to  tell  you  the  history  I  come  from.  I  have  learned  to 
love  EDA  and  hate  EDA,  if  you  can  believe  that,  and  now  we  have 
a  real  romance  occurring.  As  a  young  lawyer  we  had  a  disaster  in 
my  district,  that  Agnes  flood,  and  we  lost  over  $1  billion  of  assets 
in  a  very  small  area  of  the  Wyoming  Valley  overnight.  The  only 
agency  that  had  the  capacity  to  act  swiftly  was  the  Economic  De- 
velopment Administration.  They  came  in  and  said,  "We  have  lo- 
cated $30  million  and  we  will  put  that  money  on  the  street  in  30 
days  if  you  will  get  us  30  million  dollars'  worth  of  projects,"  which 
I  promptly,  with  other  people,  went  to  work  on. 

I  think  I  was  successful  in  getting  about  $21  million  of  that  $30 
million.  We  did  various  things  from  laying  sewer  systems  to  build- 
ing municipal  buildings,  and  we  did  it  right.  It  was  put  into  place 
and  there  was  never  a  problem  with  it. 

That  was  my  impression  of  EDA.  All  the  other  agencies  where 
6,  8,  and  12  months  later  we  were  still  making  applications,  and 
we  were  still  arguing  over  whether  it  was  legal,  whether  it  was  the 
mission  of  the  agency,  and  all  these — I  learned  new  words  that  I 
never  even  imagined  from  bureaucracy  in  that  experience. 

Then  I  came  to  Congress.  Of  course,  I  worked  with  EDA  through 
the  seventies  and  the  early  eighties.  I  came  to  Congress  and  I  had 
the  great  pleasure  of  meeting  Mr.  Swindle.  I  had  never  met  anyone 
so  successful  at  adopting  a  child  and  then,  under  the  direction  of 
the  court,  trying  to  execute  the  child.  Basically,  that  is  what  I 
found — and  they  were  not  even  nice  about  it.  They  did  not  do  it 
slowly  and  they  did  not  do  it  with  morphine.  They  aid  it  with  slow 
strangulation  and  I  thought  it  was  vicious.  I  thought  it  was  fool- 
hardy and  I  think  it  set  this  country  back  significantly. 

Now  that  there  is  a  new  administration  and  a  new  EDA,  I  am 
really  asking  myself  the  question,  "is  the  corpse  so  lacking  in  life 
that  it  is  not  able  to  be  reconstituted?  I  do  not  know.  If  it  is,  we 
will  find  another  child  to  create.  If  it  is  not,  we  will  breathe  life 
into  it,  but  it  is  going  to  take  a  lot  of  work,  a  lot  of  effort,  a  lot 
of  buildup  in  trust,  a  Tot  of  change  of  attitudes,  and  a  lot  of  change 
of — I  think  it  needs  cooperation  and  it  has  to  work  with  HUD, 
Transportation,  and  other  agencies  to  coordinate  things. 

I  will  be  very  disappointed  if  I  see  Prince  Georges  County  in  the 
next  5  years  get  an  economic  development  grant.  If  they  do,  there 
is  something  wrong.  The  system  should  die,  because  when  we  are 
taking  that  kind  of  money  out  of  another  Federal  entity  to  build 
and  almost  guarantee  success  of  a  community,  we  should  not  be 
pumping  in  scarce  funds  that  are  needed  in  other  areas  of  the 
country.  That  would  be  disappointing.  I  am  going  to  watch  it,  but 
I  am  an  optimist  by  nature. 
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I  think  some  of  the  things  that  Defense  is  doing  with  EDA  and 
with  ARPA  are  good  experiments,  are  going  to  work  out  if  we  can 
eventually  find  some  way  of  rating  what  the  experience — whether 
or  not  it  has  succeeded  or  failed  and  what  they  did  or  what  they 
did  not  do. 

I  think  the  next  10-15  years  in  this  country,  basically  the  chal- 
lenge will  be  economic  development.  We  are  either  going  to  sustain 
ourselves  as  a  world  power  because  we  are  capable  of  doing  the 
things  that  are  necessary  to  bringing  people  together,  or  we  are 
not.  It  means  significant  change.  It  does  not  have  to  come  from  the 
national  level,  but  I  do  not  know  how  it  could  come  fi-om  the  State 
or  the  regional  levels  or  certainly,  fi-om  the  local  levels  I  have  dealt 
with.  That  is  not  possible.  They  are  too  myopic. 

I  talked  to  a  group  that  I  had  in  my  office  this  morning  about 
a  change  of  America.  You  know,  when  I  was  a  young  man  prac- 
tically every  adult  American  male  had  a  multicultural  experience; 
what  I  mean  by  that  is,  they  were  drafted  into  the  Army  or  they 
went  into  the  Army.  It  was  a  condition.  You  finished  college,  you 
went  to  the  Army.  There  was  no  doubt  about  it.  The  likelihood  was 
that  you  would  be  in  Germany  or  Korea  or  Japan,  somewhere  in 
the  world,  and  you  would  get  this  broad  experience.  Since  1975 
that  has  not  happened  in  America  and  the  generation  that  has 
grown  up  that  is  now  in  middle  age  or  almost  in  middle  age,  is, 
to  a  large  extent,  more  parochial  than  they  have  been  for  the  last 
50,  60  years,  since  the  Second  World  War.  We  are  not  taking  that 
into  account  and  this  is  our  future  work  force.  This  is  our  voter. 
This  is  our  entrepreneur.  These  are  different  people  that  we  are 
dealing  with  and  now  we  have  to  find  new  ways  of  making  them 
more  culturally  aware  and  more  global,  if  you  will,  if  they  are  going 
to  compete  in  the  global  market. 

I  do  not  know  whether  we  are  doing  a  good  job.  I  guess  the  test 
will  be  probably  the  first  decade  of  the  21st  century,  out  I  will  tell 
you  one  thing.  I  do  not  know  any  President  that  would  give  us  bet- 
ter leadership  than  the  one  we  have  right  now,  and  I  do  not  care 
whether  you  are  a  Republican  or  Democrat,  a  businessman  or  a 
worker.  This  guy  at  least  knows  what  the  problems  are  and  he  is 
willing  to  tackle  the  problems,  while  the  other  people  not  only  did 
not  know  what  the  problems  were,  but,  if  they  did  discover  any, 
they  had  a  facility  to  cover  them  and  determine  that  they  were  not 
there.  Now  we  are  at  least  looking  at  them  and  I  think  we  are 
going  to  solve  them  up.  Yes? 

Mr.  Roberts.  Mr.  Chair,  I  think  you  are  right  on  target  in  terms 
of  talking  about  the  priority  of  economic  development  in  the  coming 
years. 

I  would  urge  you  to  look  beyond  EDA  in  terms  of  thinking  about 
economic  development.  Our  analysis  last  summer  showed  that  EDA 
is  an  agency  approaching  one-half  a  billion  dollars.  There's  $3.5  bil- 
lion spent  by  otner  Federal  agencies  on  economic  development.  You 
can  consolidate  and  save  close  to  three-quarters  of  a  billion  dollars 
in  terms  of  reduced  administrative  expenses  and  still  have  a  con- 
solidated effort  of  close  to  $3  billion  on  economic  development 
across  the  country. 

Chairman  Kanjorski.  And  the  study  that  you  prepared  for  the 
Reinventing  Government  will  bring  all  that  into  view. 
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Mr.  Roberts.  It  will  step  on  some  toes  but  the  time  has  probably 
come  where  toes  deserve  stepping  on. 

Chairman  Kanjorski.  Well,  I  want  to  thank  the  panel  for  par- 
ticipating. You  know,  we  had  a  little  different  session  here,  this 
roundtable.  I  do  not  know  if  you  all  enjoy  it.  I,  certainly  did,  be- 
cause it  gave  me  an  opportunity  to  encourage  you  to  discuss 
amongst  yourselves,  and  also  to  jump  in  and  fill  me  in.  It  gets  us 
through  the  third  hearing.  We  may  have  more.  Certainly,  I  am 
looking  forward  to  understanding  the  overview. 

I  thank  you  very  much  for  taking  the  time  to  be  here.  Appreciate 
it.  I  guess  with  no  further  ado,  we  will  recess. 

[whereupon,  at  12:51  p.m.,  the  hearing  was  adjourned.] 
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Opening  Statement  of  the  Honorable  Paul  E,  Kanjorski 

Chairman,  Subcommittee  on  Economic  Growth  and  Credit 

formation 

March  15, 1994 

Hearing  on  the  Reauthorization  of 
THE  Economic  Development  Administration  and 

THE  APPALACHUN  REGIONAL  COMMISSION 

This  morning  the  Subcommittee  meets  to  receive  testimony  on  the 
reauthorization  of  the  Economic  Development  Administration  and  the  Appalachian 
Regional  Commission.  This  is  the  first  of  three  hearings  we  are  holding  on  this 
matter  over  the  next  two  weeks. 

The  last  time  these  agencies  were  reauthorized  was  in  1980.  During  the 
1980's  both  the  Economic  Development  Administration  (EDA)  and  the 
Appalachian  Regional  Commission  (ARC)  faced  neglect  and  hostility  under 
Presidents  Reagan  and  Bush.  The  EDA  in  particular  was  singled  out  for 
elimination.  Fortunately,  through  annual  appropriations.  Congress  managed  to 
keep  the  EDA  and  the  ARC  alive.  Nevertheless,  at  least  in  the  case  of  the  EDA, 
that  agency's  authorities  and  funding  were  dramatically  reduced,  which  severely 
hampered  its  \'ital  mission  of  helping  communities  recover  fi'om  serious  economic 
distress. 

The  Clinton  Administration,  however,  recognizes  the  importance  of 
fostering  economic  growth  in  hard-hit  areas  and  especially  understands  the  major 
role  the  EDA  and  ARC  must  play  in  this  effort.  Now  under  new  management,  the 
EDA,  for  example,  has  a  renewed  sense  of  mission  and  is  making  major  strides  in 
retooling  its  operations.  The  agency  has  put  considerable  effort  over  the  last  year 
into  revising  and  expediting  its  cumbersome  application  process,  which  is  both 
cntically  important  and  long  overdue. 

1  also  am  pleased  with  some  of  the  initiatives  in  the  EDA's  budget  request 
for  1995,  on  which  we  heard  testimony  at  a  previous  hearing.   President  Clinton's 
FY'95  budget  request  provides  EDA  with  $50  million  for  loan  guarantees  for 
business  development.  This  important  new  tool  will  leverage  an  estimated  S269 
million  to  help  create  new  jobs  in  distressed  corrmiunities. 

However,  the  lack  of  a  permanent  Assistant  Secretary  for  Economic 
Development  within  the  Department  of  Commerce  naturally  limited  the  extent  of 
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the  revisions  in  EDA  made  over  the  last  year.  Now,  with  the  confirmation  of  Wil 
Ginsberg  to  this  position,  we  have  a  unique  opportunity  to  move  forward  and  enact 
new  measures  that  will  enable  a  true  renovation  of  the  EDA. 

The  importance  of  the  EDA,  not  to  mention  the  ARC,  to  President  Clinton's 
economic  strategy  caimot  be  overstated.  Historically,  especially  during  the  1960s 
and  1970s,  the  EDA  aided  numerous  economically  distressed  communities  in  their 
efforts  to  get  back  on  their  feet.  Most  of  this  assistance  primarily  came  in  the  form 
of  public  works  and  infrastructure  development  grants,  planning  grants  and 
technical  assistance  to  help  communities  develop  comprehensive  economic 
strategies,  and  public  enterprise  loans  and  loan  guarantees.  The  EDA  of  the  1970's 
was  a  much  larger  and  better  ftmded  agency  than  the  EDA  we  see  today. 

Yet,  in  recent  years  the  EDA  has  been  called  upon  to  meet  rapidly  growing 
demands  for  assistance  from  an  increasing  number  of  regions  and  communities 
around  the  country  experiencing  economic  difficulty: 

•  The  EDA  has  played  a  critical  role  in  disaster  relief,  first  in  response  to 
Hurricane  Andrew  and  Hurricane  Iniki,  then  to  the  Midwest  floods,  and  most 
recently,  to  the  Los  Angeles  earthquake. 

•  The  EDA  is  one  of  the  key  agencies  involved  in  implementing  President 
Clinton's  defense  conversion  and  adjustment  program.  Its  importance  in  this 
effort  is  reflected  in  the  Administration's  greatly  increased  budget  for  this 
activity  under  EDA's  Title  IX  program. 

•  The  EDA  is  expected  to  be  involved  in  the  President's  empowerment 
zone/enterprise  community  program. 

•  Finally,  there  are  numerous  communities-both  mral  and  urban-suffering  from 
steady  economic  decline  that  also  need  EDA's  services,  as  they  struggle  to 
build  sustainable  economies  that  can  compete  in  the  global  economy. 

The  EDA  therefore  is  confronted  with  a  very  substantial  and  important 
challenge:  how  should  it  retool  and  reorganize  itself  to  meet  these  very  large 
demands?  1  am  concerned  that  its  current  organization  and  machinery  are  too 
outdated  and  underfunded  to  the  job.  We  consequently  have  to  explore  whether 
we  should,  in  this  reauthorization,  give  the  EDA  substantial  new  authorities  and 
the  impetus  to  adopt  new  approaches  and  practices  in  its  programs. 

Through  the  three  roundtable  hearings  the  Subcommittee  is  holding  we  aim 
to  open  up  the  discussion  about  what  kinds  of  changes  are  needed  to  bring  the 
EDA  into  the  2 1  st  century.  We  have  structured  the  hearings  to  allow  as  wide  a 
range  of  ideas  and  experiences  as  possible. 
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In  the  first  hearing  we  ask  the  question,  what  new  approaches  to  economic 
development  should  be  considered  for  incorporation  into  the  EDA's  programs? 
Traditionally,  the  EDA's  approach  to  economic  development  centered  around 
funding  public  works  and  infrastructure  projects.  While  this  type  of  support  is  still 
very  valuable,  other  kinds  of  economic  development  activity  such  as  financing  for 
technology-based  business  development,  and  what  some  experts  have  called 
industrial  services,  also  need  to  be  looked  at.    1  have  been  encouraged  by 
discussions  with  EDA's  new  leadership;  there  appears  to  be  a  great  deal  of 
receptivity  to  such  new  approaches  within  the  agency. 

In  the  second  hearing  we  ask,  what  can  we  learn  from  state  and  local 
initiatives  that  have  achieved  some  measure  of  success  and  represent  "best 
practices"  in  economic  development?    Again,  I  am  encouraged  that  the  EDA 
recognizes  the  importance  of  working  more  closely  with  states,  regions  and  local 
communities,  as  well  as  the  private  sector,  to  build  the  new  engines  the  nation 
needs  for  economic  growth  and  job  creation. 

Finally,  in  the  third  hearing,  drawing  upon  what  we  learn  from  the  first  two 
hearings,  we  ask  more  specifically,  how  can  we  improve  the  delivery  of  EDA's 
services?  We  also  want  to  consider  a  number  of  associated  issues,  such  as  how  to 
expand  the  participation  of  private  non-profit  and  community-based  organizations 
that  up  to  now  have  had  limited  access  to  EDA's  support,  hov/  to  balance  the 
services  between  urban  and  rural  areas,  and  how  to  strike  an  appropriate  balance  in 
the  distribution  of  EDA's  resources  between  defense  downsizmg,  empowerment 
zones,  and  other  kinds  of  distressed  communities. 

Today  I  am  pleased  to  begin  the  important  process  of  reevaluating 
EDA's  role  and  developing  a  new  direction  for  the  agency  which  addresses  the 
needs  of  the  nation  in  the  coming  decade.  Towards  this  end  we  have  brought 
together  a  very  distinguished  group  of  individuals  with  wide  experience  and 
expertise  in  these  issues.  I  welcome  you  all,  and  look  forward  to  your  testimonies 
and  our  subsequent  discussion. 
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Mr.  Chalrraan  and  members,  it  is  a  pleasure  to  be  here  today.   My 
statement  deals  with  changes  in  the  economic  development  environment  in  the 
United  States  in  the  last  20  years  and  the  implications  of  these  changes  for 
the  role  of  the  Department  of  Commerce's  Economic  Development  Administration 
(EDA).   Several  OTA  reports,  including  After  the  Cold  War:  Living,  with  Lower 
Defense  Spending ,  U.S. -Mexico  Trade:  Pulling  Together  or  Pulling  Apart ,  and 
Competing  Economies:  America.  Europe  and  the  Pacific  Rim,  provide  the  basis 
for  my  remarks . 

INTRODUCTION 

EDA  was  established  in  1965  to  aid  economically  distressed  regions,  and 
soon  became  the  flagship  Federal  agency  for  regional  economic  development. 
EDA  principally  funds  local  public  works  construction  projects  (e.g., 
industrial  parks,  access  roads,  sewer  lines),  in  large  part  to  enable 
communities  to  attract  new  industry.   They  also  provide  grants  to  communities 
facing  sudden  economic  distress,  and  fund  technical  assistance  and  economic 
research.   Funding  grew  until  the  early  1980s.   Current  grant  funding  of  $300 
(FY93)  million  is  down  from  $880  million  (1993  dollars)  in  1980. 

Significant  changes  in  the  economic  development  environment  during  the 
1980s  suggest  that  EDA's  traditional  economic  development  role  needs  to  be 
substantially  rethought.   While  some  changes  have  been  made  in  the  recent 
years,  EDA's  traditional  approach  to  economic  development  (public 
works/infrastructure  development  and  industrial  recruitment)  has 
insufficiently  shifted  to  focus  on  newer  efforts  such  as  technology  centers, 
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entrepreneurial  development,  and  manufacturing  modernization.   In  part,  this 
is  due  to  the  fact  that  the  lion's  share  of  EDA  funds  are  allocated  to  Title  1 
for  public  works  and  infrastructure  projects. 

THE  OLD  ECONOMIC  DEVELOPMENT  ENVIRONMENT 
When  EDA  was  established,  a  small  number  of  regions  (e.g.,  Appalachia, 
parts  of  the  South)  were  viewed  as  having  significant  economic  problems  which 
required  Federal  help.   These  regions  often  lacked  an  existing  healthy 
industrial  base,  adequate  physical  infrastructure  to  attract  industry,  ant< 


technical  skills  needed  to  conduct  economic  development.   As  a  result,  EDA 
focused  on  these  declining  regions,  established  and  supported  regional 
economic  development  organizations,  and  funded  physical  infrastructure 
projects  (e.g.,  roads,  sewers,  industrial  parks)  needed  to  attract  industry. 

Moreover,  wages,  land,  utilities,  and  taxes  were  often  cheaper  in  these 
depressed  regions,  making  them  attractive  locations  for  branch  plants  of 
manufacturing  firms  seeking  a  lower  cost  environment.   EDA  policies  of 
subsidizing  the  cost  of  infrastructure  development  lowered  these  costs  even 
more.   In  addition,  when  seeking  a  low  cost  location  for  mass  production,  U.S. 
companies  were  willing  to  choose  a  U.S.  location,  as  opposed  to  an  even 
cheaper  location  in  a  developing  country.   The  growth  of  the  economy  and  the 
continued  expansion  of  comparatively  footloose  mass  production  branch  plants 
also  made  the  recruitment  strategy  a  reasonably  sound  one.   Finally,  the 
strength  of  the  U.S.  economy  meant  that  national  policy  could  afford  to  focus 
on  redistributing  some  of  the  national  wealth  to  areas  that  were  left  behind. 
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THE  NEW  ECONOMIC  DEVELOPMENT  ENVIRONMENT 
However,  in  the  past  two  decades,  changes  in  distressed  regions  and  in 
the  U.S.  economy  have  meant  that  the  effectiveness  of  EDA's  traditional  public 
works,  recruitment  approach  to  economic  development  is  limited. 

First,  in  many  of  the  regions  initially  targeted  by  EDA,  infrastructure 
is  no  longer  the  limiting  factor  in  economic  development.   In  part,  because  of 
EDA  and  other  Federal  assistance  over  the  last  two  decades,  most  regions  now 
have  adequate  infrastructure,  including  transportation  access,  water  and 
sewage,  and  developed  industrial  and  commercial  land.   In  addition,  many  more 
localities  now  possess  the  technical  capacity  to  undertake  economic 
development. 

Second,  regional  economic  problems  today  are  no  longer  predominately 
related  to  a  few  long  term  distressed  regions.   Rather,  because  of  industrial 
decline  and  restructuring,  including  the  current  defense  build  down,  a  larger 
number  of  communities  and  regions  of  a  more  diverse  nature  are  facing  economic 
difficulties.   For  example,  the  fall  in  oil  and  gas  prices  in  the  mid-80s 
contributed  to  a  regional  recession  in  the  West  South  Central  area.   Decline 
in  lumber  and  wood  products  and  reductions  in  timber  supply  have  posed  serious 
consequences  for  timber  dependent  communities  in  the  Pacific  Northwest. 
Restructuring  in  the  agriculture  and  mining  industries  has  meant  that  many 
rural  communities  are  facing  economic  difficulties.   The  difficulties  in 
steel,  autos ,  tires,  and  other  durable  goods  industries  slowed  growth  in  the 
Midwest  and  Middle  Atlantic  States.   The  recent  regional  recession  in 
computers,  microelectronics,  finance,  and  banking  in  the  Northeast  is 


-k 


149 


compounding  the  difficulties  of  adjusting  to  defense  cuts  there.   Military 

base  closures  and  other  defense  industry  cutbacks  are  affecting  communities 

throughout  the  nation,  although  in  some  instances,  after  a  transition  period, 
the  effects  have  been  positive. 

Third,  a  low  cost  recruitment  strategy  makes  less  sense  now  than  20 
years  ago.   Many  U.S.  firms  seeking  primarily  low  cost  locations  now  invest  in 
overseas  locations,  including  Mexico,  rather  than  in  low-cost  regions  of  the 
U.S.   The  ability  of  regions  to  compete  principally  on  low  costs  has 
diminished  in  the  past  two  decades.    In  addition,  it  appears  that' the  number 
of  new  manufacturing  branch  plants  has  declined  and  that,  at  least  in 
manufacturing,  job  growth  is  greater  in  small  and  medium-sized  firms.   Not 
only  have  the  very  objects  of  recruitment,  large  firm  branch  plants,  declined 
in  number  and  importance,  more  communities  now  compete  for  new  business, 
making  it  that  much  harder  for  any  given  community  to  attract  new  economic 
activity. 

Finally,  the  nature  of  industrial  activity  has  changed,  with 
technological  innovation,  flexibility  and  enhanced  workforce  skills  becoming 
more  important  factors  in  determining  competitive  advantage  and  economic 
growth.   Regions  that  foster  continuous  innovation  and  adoption  of  best 
practices  by  the  companies  in  their  area  are  the  regions  that  will  prosper. 

NEW  APPROACHES  TO  ECONOMIC  DEVELOPMENT 
Until  the  late  1970s,  most  States  and  cities  equated  economic 
development  solely  with  industrial  recruitment.   However,  in  response  to  the 
trends  described  above,  many  State  and  local  governments  and  other  local  non- 
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profit  development  organizations  began  to  reconceive  the  nature  of  economic 
development  and  developed  a  "second  wave"  of  programs,  focused  on  the 
development  and  growth  of  locally-based  new  and  existing  industries.   They 
shifted  their  emphasis  away  from  costly,  construction-based  infrastructure 
development  for  recruitment  to  directly  supporting  business  assistance.   These 
state  and  local  governments  developed  a  wide  range  of  economic  development 
tools  including  venture  and  seed  capital  programs,  technology  development  and 
transfer,  export  promotion,  industrial  extension,  and  worker  training. 

For  example.  New  York  established  ten  Centers  for  Advanced  Technology 
across  the  state  to  conduct  and  transfer  basic  and  applied  research  to  the 
private  sector.   The  Pennsylvania  Industrial  Development  Authority  makes  loans 
to  expanding  industry  in  the  state.   The  Prairie  State  2000  program  in 
Illinois  funds  job  training  for  workers.   Texas  has  a  $2  million  export  loan 
guarantee  program.   The  Massachusetts  Center  for  Applied  Technology  co- funds 
consultants  to  help  industry  modernize  their  production  processes. 

The  goal  of  these  "second  wave"  activities  was  to  create  jobs,  often  in 
small  and  medium-sized  enterprises  thought  to  be  more  resilient  and  creative 
than  the  larger  firms  that  were  closing  or  laying  off  mass  numbers  of  workers. 
Through  multiple  public  and  quasi-public  agencies  and  programs,  governments 
provided  businesses  with  a  variety  of  assistance,  including  access  to 
technology,  trained  workers,  information,  and  financing. 

While  a  significant  improvement  over  first  wave  industrial  recruitment 
approaches,  the  second  wave  programs  suffer  from  several  limitations.   First, 
governments  have  set  up  separate  and  uncoordinated  programs  which  are  often 
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difficult  for  business  users  to  access.   For  example,  the  c^^ical  state  has 
separate  and  sometimes  multiple  programs  for  export  assistance,  financing, 
technology  development,  business  assistance,  -ind  technology  modernization.  At 
the  federal  level  this  fragmentation  is  even  worse.    Public  programs  rarely 
operate  as  full  service,  one-stop  shops. 

Second,  many  of  these  programs  are  run  by  government  agencies  that  have 
little  contact  with  or  knowledge  of  business  needs  and  are  often  not  well 
suited  to  operate  programs  that  provide  real  services  to  industry.   Moreover, 
economic  development  programs  take  a  "shotgur '  approach  to  '.-conomic 
development,  serving  a  wide  variety  of  firms  and  providing  only  generalized 
assistance.   The  lack  of  sectoral  specialization  severely  hinders  service 
providers  from  developing  in-depth,  comprehensive  knowledge  about  particular 
industries . 

Finally,  for  every  second  wave  program  that  provides  real  services  to 
firms  (e  g. ,  access  to  technology,  export  markets,  information),  there  are 
more  that  simply  give  firms  a  subsidy.   Yet  it  is  not  at  all  clear  that  lower 
costs  alone  are  enough  to  ensure  r-'gional  growth,  particularly  as  factors  such 
as  quality,  time  to  market,  responsiveness  and  innovation  become  more 
important . 

More  recently,  a  number  of  States  and  cities  have  gone  beyond  these 
"second  wave"  activities  to  develop  programs  that  have  a  broader  impact,  are 
more  closely  aligned  to  business  needs,  and  focus  on  providing  real  services 
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to  help  small  and  medium -sized  manufacturing  and  technology-based  service 
firms  improve  quality,  product  design,  productivity,  and  market  savvy  and  in  a 
manner  that  systematically  leads  firms  to  be  more  productive  and  competitive. 

Many  of  these  efforts  reflect  an  increased  interest  in  learning  from 
sub-national  European  approaches.   For  example,  the  Technology  Institute  near 
Copenhagen  (one  of  31  technology  services  centers  in  Denmark)  was  established 
to  assist  small  and  medium- sized  industrial  firms  in  using  advanced 
technologies.   The  Institute  not  only  conducts  applied  R61D  in  applications- 
oriented  industrial  areas  but  also  provides  a  wide  range  of  services  to  its 
clients.   These  include  market  research  into  new  industrial  markets, 
assessment  and  consultancy  on  technical  and  management  problems,  demonstration 
of  new  technologies,  financial  consulting  and  referral. 

Similarly,  in  Italy,  a  number  of  flexible  industrial  networks  and 
industry  specific  service  centers  have  been  established.   For  example,  the 
Centre  Ceramico  in  Bologna,  Italy,  is  a  research/industrial  services  center 
funded  by  the  500  ceramics  firms  in  the  Bologna  area  that  account  for  30  to  40 
percent  of  the  world  market.   The  center  works  one -on- one  with  member  firms  to 
solve  technical  problems,  including  reducing  environmental  emissions, 
developing  and  implementing  energy  conservation  measures,  developing  new 
materials  and  products,  and  putting  in  place  more  efficient  production 
processes . 

In  this  country,  several  States  have  begun  similar  programs.   For 
example,  Oregon  recently  established  its  Wood  Products  Competitiveness 
Corporation.   The  Corporation  provides  a  wide  range  of  services  to  Oregon 
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secondary  wood  products  producers,  including  marketing,  training  of  workers 
and  managers,  manufacturing  modernization,  research  and  development, 
financing,  promotion  of  cooperative  industrial  networks,  and  a  number  of  other 
services  firms  might  need.   Direct  services  to  firms  and  groups  of  firms  are 
provided  by  service  providers  certified  by  the  Corporation.   Industry  controls 
the  program  through  a  board  of  industry  officials  and  shares  the  costs. 
Oregon  hopes  to  extend  this  model  to  what  it  has  defined  as  other  "key 
industries"  that  are  traded-sector  industries.   The  state  will  help  firms  in 
each  of  the  key  industries  to  cooperate,  to  form  research  consortia,  joint 
training  programs,  cooperative  market  development  activities,  networks,  and 
other  activities. 

Pennsylvania  has  established  seven  regionally-based  Industrial  Resource 
Centers  to  provide  an  array  of  services  to  small  and  medium-sized 
manufacturers.   While  originally  established  in  1988  as  a  "manufacturing 
extension"  program,  this  effort  has  begun  to  evolve  to  providing  a  wider  range 
services.   While  these  State  and  local  industrial  service  efforts  are  few, 
interest  in  them  is  growing. 

Many  of  these  new  programs  provide  a  whole  array  of  needed  services, 
including  technology  demonstration,  training,  and  market  development,  through 
decentralized,  industry- driven,  and  sectorally-based  organizations  (e.g.,  auto 
suppliers,  wood  products  firms,  metal  working  shops,  aerospace  firms,  textile 
firms) .   They  are  often  staffed  by  experts  who  understand  the  needs  and 
conditions  of  the  industry.   Moreover,  active  industrial  "ownership"  of  the 
program  is  encouraged. 
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POSSIBLE  DIRECTIONS  FOR  EDA 

I  will  discuss  more  specific  options  that  might  be  employed  at  EDA  to 
improve  its  performance  at  the  third  hearing  in  this  series  on  March  22. 
However,  I  would  like  to  discuss  a  few  options  could  enable  EDA  to  do  a  better 
job  of  supporting  the  types  of  innovative  economic  development  organizations 
and  practices  discussed  above. 

First,  because  Title  1,  which  principally  funds  infrastructure,  receives 
such  a  large  share  of  EDA  appropriations,  it  is  difficult  for  EDA  to  fund  more 
innovative,  non- infrastructure  efforts  at  higher  levels.   Congress  might 
broaden  the  applicability  of  activities  under  Title  1,  to  allow  funding  for 
operations  of  economic  development  programs  or  activities.   Another  option 
would  be  to  reduce  or  eliminate  Title  1  funding,  and  instead  allocate  the 
funds  to  the  more  flexible  Title  IX,  and  broaden  the  definition  of  economic 
adjustment  in  the  Title  to  allow  for  funding  of  long  term  distressed  areas. 

Second,  Congress  might  encourage  EDA  to  do  more  to  support  innovative 
efforts,  perhaps  by  providing  funding  (or  reallocating  funding)  for  an  office 
of  strategic  economic  development,  whose  job  would  be  to  learn  from  best- 
practice  economic  development  efforts  around  the  country  and  to  diffuse  that 
knowledge  within  EDA,  other  federal  economic  development  agencies,  and  to 
development  organizations  throughout  the  nation.   In  addition,  EDA  might 
benefit  from  an  advisory  committee  made  up  of  representatives  from  major  state 
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and  local  and  non-profit  economic  development  organizations  as  well  as 
nationally  recognized  experts  on  innovative  approaches  to  economic 
development. 

SUMMARY 
Over  the  last  decade  and  a  half,  many  States  and  cities  faced  with 
difficult  economic  circumstances  have  pioneered  new  models  of  economic 
development.   These  innovations  are  continuing  today,  as  evidenced  by  new 
approaches  to  providing  industrial  services  to  manufacturers.   These 
innovations  have  been  driven  not  only  by  fundamental  changes  in  the  U.S. 
economy,  but  also  by  the  willingness  of  many  State  and  local  economic 
development  officials  to  continue  to  experiment,  learn  and  develop  new  and 
more  effective  approaches. 

While  EDA  has  recently  begxin  to  modify  its  focus  more  in  this  direction, 
it  has  generally  not  kept  up  with  these  approaches.   EDA's  roots  still  remain 
in  the  1960s  and  1970s,  when  it  was  formed  to  help  the  long-term  development 
of  lagging  rural  regions  by  use  of  traditional,  and  expensive  tools  such  as 
infrastructure  development  and  industrial  attraction.  As  the  focus  of 
economic  development  has  shifted  to  distressed  communities,  EDA  has  been  slow 
to  integrate  newer  approaches  that  rely  less  on  construction  projects  and  more 
on  creating  institutions  that  can  assistance  business  innovate  and  grow, 
including  such  efforts  as  technology  centers,  entrepreneurial  development,  and 
manufacturing  modernization.   Despite  the  problems,  EDA  has  an  important  role 
to  play  in  helping  communities  recover  from  economic  distress  and  dislocation. 
But  to  do  so  effectively,  its  approach  to  economic  development  must  reflect, 
if  not  lead,  current  economic  development  practice. 
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RENEWING  THE  ECONOMIC  DEVELOPMENT  ADMINISTRATION: 

TESTIMONY  FROM  BRIAN  DABSON 

CORPORATION  FOR  ENTERPRISE  DEVELOPMENT,  MARCH  15,  1994 

Mr.  Chainnan  and  members  of  the  Subcommittee,  thank  you  for  inviting  me  to  share  my 
thoughts  on  some  of  the  key  issues  which  need  to  be  addressed  during  the  process  of 
reauthorization  of  the  Economic  Development  Administration.   I  am  Brian  Dabson, 
President  of  the  Corporation  for  Enterprise  Development  (CFED),  based  here  in 
Washington  D.C.  CFED  is  a  private,  non-profit  organization  which  specializes  in  the 
design  of  policy  and  practice  in  all  areas  of  economic  development,  with  a  particular 
focus  on  low-income  communities,  and  as  such  has  interests  and  concerns  in  common 
with  those  of  the  Economic  Development  Administration. 

CFED  has  a  dual  agenda:  socially  responsible  economic  development,  and  anti-poverty 
development  strategies,  but  I  want  to  focus  on  the  first  of  these  in  my  testimony.  Our 
mission  for  socially  responsible  economic  development  is  to  ensure  that  efforts  to 
promote  economic  development  at  local,  state  and  federal  levels  by  the  public,  private 
and  non-profit  sectors  are  socially,  fiscally  and  environmentally  responsible,  and  lead  to  a 
more  widely  shared  and  sustainable  quality  of  life.   We  seek  to  do  this  through  framing 
and  stimulating  pubUc  debate  over  goals  and  impacts  of  development  policies  and 
practices,  designing  and  applying  more  effective  strategies  and  models,  and  developing, 
testing  and  putting  into  practice  improved  processes  and  tools  for  understanding  and 
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analyzing  economies  and  outcomes  of  development  efforts. 

Our  current  major  concerns  within  this  agenda  are  in  the  areas  of  business  climate, 
business  financing  and  delivery  systems,  international  awareness,  and  sustainable 
development.   We  have  recently  produced  two  publications:  Rethinking  Rural 
Development  and  Tlie  Regional  Performance  Benchmarks  System,  both  of  which  have 
relevance  to  the  work  of  the  EDA  as  well  as  the  USD  A,  and  we  are  soon  to  produce  our 
aimual  Development  Report  Card  for  the  States,  our  benchmarking  assessment  of  state 
economic  development  performance,  and  a  book.  Bidding  for  Business:  Are  States  and 
Cities  Selling  Themselves  Short?  on  how  to  bring  a  halt  to  the  escalating  economic 
development  incentives  wars  between  the  states. 

I  believe  that  the  reauthorization  of  the  Economic  Development  Administration  provides 
an  excellent  opportunity  to  reinvent  a  small  but  important  aspect  of  Federal  activity.  For 
too  long,  the  EDA  has  appeared  to  suffer  from  a  progressively  weakening  illness,  not 
knowing  whether  it  would  it  would  survive  financially  in  to  the  following  year,  yet  still 
expected  to  provide  emergency  aid  to  regions  around  the  country  as  natural  disaster 
followed  urban  unrest,  and  to  deliver  politically  beneficial  infrastructure  projects  around 
the  constituencies.  It  became  an  entirely  reactive  agency,  with  uncertain  support  &"om 
the  legislature  and  the  executive,  and  no  discernible  strategic  direction.  Nevertheless,  it 
did  manage  to  maintain  a  level  of  credibility  at  the  state  and  local  level  from  recipients 
of  public  works  assistance  and  planning  grants. 
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Now  that  the  EDA's  future  appears  to  be  more  healthy,  it  would  seem  important  to 
create  a  clear  strategic  direction  based  on  a  sound  set  of  "renewal"  principles.  I  would 
suggest  that  they  should  include  the  following  six: 

1.   The  EDA  should  be  the  coordinator  of  the  Federal  government's  activities  in  the  field  of 
economic  development   Many  federal  departments  and  agencies  have  pieces  of  the 
economic  development  jigsaw  -  Labor  with  training,  HUD  with  CDBG,  SBA  with 
business  financing,  USDA  with  rural  development  --  but  no-one  has  the  remit  to  bring 
these  together  into  any  coherent  federal  strategy.  This  is  particularly  important  when 
attempts  are  being  made  to  achieve  concerted  impacts  on  specific  geographic  areas 
where  inter-agency  cooperation  and  synergy  is  vital. 

2   The  EDA  should  resist  the  temptation  to  take  on  direct  delivery  responsibilities,  its  role 
should  be  that  of  catalyst,  public  policy  venture  capitalist  and  investor.   One  of  the 
consequences  of  the  withdrawal  of  Federal  government  from  economic  development  over 
the  past  decade  or  more  has  been  the  growth  in  state  and  local  govenmient  efforts  and 
capacity,  much  of  which  has  been  irmovative  and  closely  tied  to  the  needs  and 
circumstances  of  the  regional  and  local  economies.   Special  attention  has  to  be  paid  as  to 
how  the  EDA  can  be  an  investor  in  local  development  and  an  encourager  of  best 
practice,  without  smothering  local  initiative  or  providing  duplicative  services.  The  EDA 
has  already  been  a  pioneer  in  trade  development  and  has  been  willing  to  invest  in  some 
policy  research.   The  Clearinghouse  on  State  International  Policies,  a  monthly  newsletter 
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now  housed  at  CFED  and  which  serves  the  state-level  trade  community  is  funded  by  the 
EDA.  I  believe  that  EDA  should  expand  its  role  as  a  venture  capitalist  in  public  policy 
innovations,  and  as  a  stimulant  to  fresh  thinking  on  economic  development  concepts  at 
the  state  and  local  level  -  it  may  even  care  to  leverage  its  efforts  by  working  alongside 
the  foundation  community  in  such  a  role. 

3.  The  EDA  should  have  the  ability  to  define  priority  geographical  targets,  which  will  be  the 
focus  of  multi-year  efforts  backed  by  appropriate  resource  levels.   Using  rigorous 
comparative  assessment  methods,  the  EDA  should  define  those  areas  of  the  country 
(possibly  only  one  or  two)  where  concerted  long-term  efforts  are  needed  in  conjunction 
with  state  and  local  governments,  the  private  and  non-profit  sectors  to  reinvigorate  a 
struggling  economy.  EDA's  role  as  an  emergency  response  team  is  clearly  important,  but 
this  should  be  contained  so  that  established  priorities  are  not  undermined  by  diversion  of 
financial  and  staff  resources. 

4.  The  EDA  should  avoid  the  accumulation  of  categorical  programs  in  favor  of  a 
comprehensive  system  of  assistance  services.   There  has  been  a  tendency  in  Federal 
government  to  respond  to  particular  events  or  crises,  such  as  defense  cut-backs,  NAFTA, 
clean  air  legislation,  with  individual  programs,  often  with  similar  or  overlapping  purposes 
and  criteria.  A  more  effective  approach,  whether  we  are  talking  about  the  focussed 
geographical  priorities  or  more  generally,  could  be  to  have  just  two  broad  program 
heads:  a  budget  for  local  strategic  planning  and  experimentation/demonstration  projects. 
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and  an  implementation  budget  to  support  the  locally  prepared  plans,  with  the  flexibility 
to  invest  in  infrastructure,  buildings,  technology,  financing  mechanisms,  training,  or 
whatever  else  constitutes  a  sound  investment  in  the  local  economy. 

5.  TTie  EDA  should  encourage  fiscal  responsibility  and  accountability  in  the  use  of 
development  incentives  by  state  and  local  governments.   Increasingly,  state  and  local 
governments  are  undermining  their  credibiUty  as  responsible  economic  development 
agencies  by  entering  into  unconstrained  bidding  wars  to  attract  companies  from  other 
locations.  The  result  has  been  weakening  of  tax  bases  and  uncalculated  liabilities 
assigned  to  future  generations  for  marginal  community  benefit.   Without  prejudicing 
principle  #2  above,  the  EDA  should  discourage  the  use  of  its  investments  in  attraction 
packages  and  insist  on  full  disclosure  of  incentives  provided  to  companies  locating  in 
EDA-funded  industrial  parks  and  developments. 

6.  The  EDA  should,  throu^  its  networks  of  Economic  Development  Districts,  be 
encouraging  best  practice  in  the  delivery  of  economic  development  services.   The  EDA 
should  work  closely  with  state  goveriunents  to  achieve  the  following: 

the  economic  development  system  within  a  state,  often  comprising  a 
complex  web  of  state  programs  and  initiatives,  local  governments,  public- 
private  partnerships,  university  centers,  and  private  and  non-profit 
organizations,  should  reflect  current  state  goals  and  local/needs,  rather 
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than  represent  an  accretion  of  past  priorities  and  fashions.  New 
partnerships  and  ways  of  organizing  may  have  to  replace  no-longer  relevant 
structures  and  approaches. 

the  system  has  to  be  customer-driven,  offering  flexibility  to  tailor  sendees  to 
the  needs  of  the  customer  -  the  customer  may  be  specific  business 
customers,  or  in  the  case  of  certain  EDA  activities,  a  local  govenmient.  In 
many  cases,  the  system  is  driven  by  the  needs  of  its  administrators  and  thus 
rapidly  looses  touch  with  its  customers. 

the  system  has  to  be  performance-driven  through  accountability  for 
outcomes,  with  funding  levels  tied  to  the  achievement  of  performance  and 
quality  standards.  Standards  should  be  developed  and  agreed  between  the 
parties  and  progressively  increased  year  by  year  so  that  both  the  system  as 
a  whole  and  the  components  are  continually  striving  for  improvements.  In 
return,  greater  autonomy  for  decision  -making  should  be  pushed  down  to 
the  lowest  practicable  level. 
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Mister  Chairman,  Members  of  the  Committee,  thank  you  for  the  opportunity  to  join  you 
today  I  commend  you  for  holding  these  hearings  to  address  the  government's  role  in  helping  our 
businesses  adapt  to  the  new  economic  and  security  environment 

I  am  Jon  Kutler,  President  of  Quarterdeck  Investment  Partners,  Inc  ,  a  for-profit  pubhc 
interest  merchant  banking  company  based  in  Los  Angeles,  California  and  Washington,  DC  We 
specialize  in  providing  advisory  services  and  restructuring  and  growth  capital  for  defense  and 
aerospace  businesses  We  have  also  performed  a  considerable  amount  of  pro  bono  work  for  various 
organizations  involved  in  community  conversion  efforts  and  public  policy  development 

I  founded  Quarterdeck  last  year  for  two  reasons  First,  I  believe  that  the  future  of  our  defense 
and  aerospace  businesses  is  a  critical  element  of  our  nation's  economic  growth  Second,  I  believe  that 
there  are  significant  financial  opportunities  in  this  sector  Defense  companies  control  a  wealth  of 
technology  and  employ  some  our  country's  best  trained  people 

To  date.  Quarterdeck  has  proven  itself  to  be  an  extremely  successful  model  for  financing  and 
managing  the  defense  conversion  process  We  draw  on  a  team  of  professionals  skilled  both  in  the 
ways  of  the  capital  markets  and  the  many  unique  aspects  of  the  defense  industry  My  own 
background  is  in  investment  banking  Our  board  includes  many  retired  military  officers  and  defense 
industry  leaders  and  our  newest  board  member,  Lou  Kieffer  of  the  International  Association  of 
Machinists  brings  us  expertise  on  the  important  labor  issues  involved  in  defense  restructuring 

With  this  combination  of  expertise  we  offer  three  types  of  services  to  a  variety  of  defense  and 
aerospace  companies  ( 1 )  We  provide  financial  advisory  services  to  companies  trying  to  restructure 
(2)  We  provide  venture  capital  to  startup  companies  which  use  defense  technologies  to  meet 
commercial  marketplace  needs  (3)  We  acquire  existing  small  and  medium  sized  companies  and 
provide  capital  and  expertise  to  assist  them  in  restructuring 

As  we  examine  the  methods  by  which  the  Economic  Development  Administration  (EDA)  can 
assist  community  and  business  development,  it  is  important  to  look  at  both  public  and  private 
solutions  to  the  problems  we  face  As  we  are  finding  with  defense  conversion,  there  are  severe 
limitations  on  the  ability  of  the  government  to  solve  the  problem  The  most  severe  constraint  is  lack 
of  government  funds  The  extent  of  the  problem  is  so  large,  that  there  are  too  few  federal  and  state 
dollars  to  ever  begin  to  solve  it  alone  Private  capital  markets  on  the  other  hand  do  have  the 
resources  The  question  is  how  to  access  these  markets  and  make  government  and  private  efforts  and 
capabilities  complementary 

Quarterdeck's  private-market  solution  to  financing  and  managing  defense  conversion  and 
restructuring  has  been  extremely  successful  Furthermore,  the  model  we  are  using  offers  an  equally 
advantageous  solution  to  facilitate  the  broader  objective  of  economic  development  Our  success  has 
been  built  upon  our  ability  to  unlock  private  sector  capital  to  finance  both  start-up  companies  and 
restructuring  candidates  by  framing  those  efforts  in  terms  that  Wall  Street  understands  —  market 
potential  and  return  on  investment. 
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Today  I  would  like  to  share  with  you  my  personal  experience  in  defense  conversion  and  my 
perspective  on  what  I  see  as  the  overall  problems  faced  by  defense-dependent  companies  and 
communities  Second,  I  would  like  to  recommend  some  specific  actions  which  the  government  could 
take  to  complement  existing  actions  and  programs  to  address  better  the  current  needs  of  the  defense 
industry  As  I  indicated,  we  have  limited  our  efforts  to  the  aerospace  and  defense  sectors  of  the 
economy,  but  the  concepts  could  be  applied  to  other  sectors  as  well 


The  Economic  Objectives  of  Defense  Conversion  Policy 


Defense  conversion  has  two  basic  goals  —  jobs  and  technological  advantage  Both  of  these 
imperatives  are  essential  for  continued  economic  development  and  both  must  be  viewed  in  the  short 
term  and  the  long  term   They  must  also  be  considered  in  terms  of  current  versus  future  technology 

In  the  short  term,  national  economic  development  policy  objective  is  to  preserve  jobs  We 
can  do  this  with  current  technology,  by  putting  the  dollars  spent  on  research  and  development  in  the 
past  to  work  for  us  today  In  the  long  term,  we  want  to  create  jobs  and  maintain  our  technological 
advantage  By  using  cutting-edge  technology  curtently  resident  in  the  defense  sector  to  meet  the 
needs  of  the  commercial  marketplace,  we  will  create  competitive  companies  and  jobs  for  the  future 

Meeting  these  objectives  is  vital  to  the  economic  well-being  and  the  national  security  of  the 
United  States  Complicating  our  ability  to  achieve  these  goals  is  the  existence  of  two  distinct 
operating  cultures  One  culture  caters  to  a  large,  consumer  marketplace  These  companies  typically 
produce  at  the  lowest  cost,  have  high  volume  production  runs  and  short  lead  times  to  market  The 
other  culture  has  one  customer,  low  production  runs,  and  long  lead  times  Adherence  to  stringent 
quality  standards  is  required  regardless  of  cost  A  way  must  be  found  to  provide  interaction  and 
communication  between  the  two  groups  in  order  to  foster  the  convergence  and  conversion  we  need 

The  other  issue  is  access  to  capital  Smaller  companies  attempting  to  diversify  or  start-up 
companies  using  defense  technology  to  meet  commercial  marketplace  needs,  or  any  start-up  for  that 
matter,  face  tremendous  obstacles  in  acquiring,  capital  Loans  are  unavailable  to  companies  that 
cannot  prove  their  credit  worthiness  with  a  backlog  of  contracts  or  a  solid  record  of  growth  and 
profitablility  The  defense  industry  also  has  a  perception  problem  with  the  private  financial  markets 
The  private  markets  doubt  the  ability  of  the  defense  sector  to  be  efficient  producers  Investors  are 
familiar  with  reports  of  production  cost  overruns,  and  outrageous  prices  that  have  resulted  from 
detailed  military  specifications  and  postponed  procurement  schedules  There  is  not  yet  a  track  record 
of  successes  in  diversification  and  commercialization  of  defense  technologies  that  gives  investors 
confidence  Neither  is  there  a  developed  pool  of  management  talent  that  has  demonstrated  an  ability 
to  succeed  in  the  commercial  marketplace  In  addition,  most  defense  companies  and  start-up 
businesses  lack  experience  preparing  the  business  plans  on  which  investors  and  bankers  base  their 
financing  decisions  A  carefully  planned  financial  projection  and  market  strategy  is  a  prerequisite  to 
any  private  sector  financing 
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Why  Is  The  Private  Sector's  Role  Important? 


The  government  faces  several  constraints  as  it  tries  to  develop  policies  and  programs  to 
financially  support  private  business  development  The  first  is  the  scarcity  of  fiinds  for  oversubscribed 
programs  Seed  grants  and  other  financial  assistance  programs  are  all  helpftil  for  these  companies, 
but  there  will  always  be  worthy  proposals  that  have  to  be  turned  down  for  lack  of  fiinds 

Second,  the  majority  of  existing  programs,  while  suitable  for  more  mature  companies,  are  not 
accessible  to  higher  risk  start-up  companies  whose  innovative  ideas  represent  a  core  aspect  of 
economic  growth  These  companies  are  less  likely  to  win  even  government-guaranteed  loans  due  to 
the  unproven  nature  of  their  projects  Even  if  they  are  eligible  for  these  loans,  they  rarely  have  the 
spare  cash  flow  in  the  early  stages  of  development  to  meet  interest  payments 

Third,  fair  and  efficient  fiinding  is  limited  by  the  background  and  incentives  of  government 
managers  While  these  individuals  are  highly  skilled,  selection  of  technologies  with  commercial 
market  potential  requires  a  knowledge,  not  only  of  the  defense  industry  and  technologies,  but  also 
of  commercial  market  needs  and  investment  possibilities 

Last,  direct  government  fiinding  does  not  encourage  defense  companies  to  overcome  the 
traditional  barriers  between  the  defense  industry  and  the  commercial  and  financial  markets 
Commercial  companies  cannot  tum  to  the  government  every  time  they  want  to  finance  a  new  project 
Instead,  they  demonstrate  the  profitability  of  an  investment  by  preparing  a  business  plan 
"Converting"  defense  companies  must  learn  to  do  the  same 

A  private  sector  role  in  defense  conversion  offers  a  solution  to  each  of  these  problems 
Private  sector  managers  have  the  experience  and  expertise  that  is  necessary  to  match  technologies 
with  profitable  commercial  markets  and  strategies  Whereas  government  fiinds  are  dechning,  private 
capital  is  abundant  Particularly  as  interest  rates  on  saving  and  money  market  accoimts  hover  at  the 
2-3%  level,  investors  will  flock  to  projects  that  promise  a  higher  than  average  return  on  capital  As 
I  mentioned  earlier,  however,  private  investors  hold  a  long-standing  skepticism  of  the  defense 
industry,  characterized  in  their  minds  by  high  cost  production,  cost  overruns,  inefficiency  and  slow 
time  to  market  Combined  with  that  is  a  general  lack  of  understanding  of  the  advanced  technology 
resident  within  the  defense  community,  much  of  which  has  been  cloaked  in  secrecy  These  are 
barriers  which  must  be  overcome 

A  Govemment  Role  in  Economic  Development 

Government  action  can  be  most  effective  and  reach  a  larger  range  of  companies  not  by 
providing  direct  grants  for  certain  purposes,  but  by  acting  as  a  catalyst  for  interaction  with  private 
sector  investors  and  mangers  and  by  finding  ways  to  leverage  govemment  fiinds  with  private  sector 
capital  I  have  proposed  several  programs  by  which  the  govemment  could  apply  this  strategy  to  the 
current  defense  industry  crisis    By  matching  existing  defense  technologies  with  private  financial 
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sources  to  establish  commercial  companies,  each  of  these  recommendations  addresses  both  the  short 
term  need  to  preserve  existing  jobs  and  the  creation  of  new  jobs  in  the  future  This  approach  will  not 
only  ensure  the  maintenance  and  further  development  of  these  technologies,  but  will  also  allow  us  to 
apply  the  research  and  development  dollars  spent  in  the  1980's  to  economic  development  in  the 
1990's 

(1)  Invest  capital  in  a  private  investment  company.  I  have  proposed  in  previous  testimony 
that  the  Department  of  Defense  participate  in  the  funding  of  a  private  investment  company  which 
would  serve  as  a  link  or  catalyst  between  the  defense  industry  and  private  capital  markets.  The 
government  would  invest  conversion  and  development  funds  and  the  company  would  raise  additional 
funds  within  the  private  capital  markets  on,  say,  a  8  or  9  to  1  ratio  This  could  be  done  on  a  pilot 
project  basis:  The  government  would  invest  -  and  I  stress  invest,  not  loan  or  grant  -  $10  to  $20 
million  and  the  investment  company  would  raise  an  additional  $80  to  $90  milbon  With  this 
investment  fund,  the  company  would  provide  capital  to  start  companies  which  utilize  defense 
technology  to  meet  commercial  marketplace  needs,  creating  jobs  over  time  It  would  also  purchase 
all  or  part  of  existing  defense  companies,  providing  them  the  equity  capital  needed  to  diversify, 
consolidate,  and  restructure  in  order  to  remain  profitable,  therefore  saving  existing  jobs  Government 
objectives  of  sustaining  and  creating  jobs  would  be  met  and  the  investment  would  be  small,  with  the 
majority  of  the  effort  financed  by  private  capital 

This  has  a  couple  of  additional  advantages  One  is  that  is  promotes  efficiency  For  example, 
last  year  there  were  hundreds  of  applicants  for  the  Technology  Reinvestment  Project  (TRP)  grants 
but  only  a  little  more  than  $470  million  for  awards  I  reviewed  several  of  the  proposals  brought  to 
our  firm  by  companies  seeking  investment  funds  which  had  failed  to  secure  funding  through  the  TRP. 
With  every  single  one,  I  found  that  the  amount  of  funding  requested  far  exceeded  the  amount  actually 
required  If  they  were  seeking  $10  million,  what  they  actually  needed  was  between  $1  and  2  million 
I  believe  this  stems  from  years  of  working  with  the  culture  of  the  defense  industry  ( i  e  have  all  the 
funding  up-front,  maximize  overhead  and  personnel,  and  build  in  every  possible  contingency  cost). 
Commercial  companies,  particularly  start-up,  are  not  run  that  way  A  private  investment  company, 
in  additional  to  determining  the  commercial  applicability  of  the  technology/product  will  also  look  at 
those  costs  and  reduce  them  to  what  is  actually  needed  This  will  allow  the  investment  company  to 
finance  more  projects   Instead  of  one  $10  million  grant  you  could  finance  five  $2  miUion  projects. 

Another  advantage  is  that  instead  of  the  government  simply  providing  loan  guarantees, 
financing  failures,  or  providing  outright  grants,  it  also  would  have  the  opportunity  to  share  in  the 
upside  of  the  successes  The  government  could  take  its  return  on  the  investment  just  as  the  private 
investors  or  roll  the  profits  over  to  finance  more  projects 

(2)  Provide  working  capita]  to  investment  companies  which  share  these  economic  goals 
This  proposal  is  similar  in  results  but  different  in  process  Again  the  recommendation  focuses  on 
encouraging  private  capital,  but  this  time  by  providing  working  capital  to  investment  companies 
specializing  in  defense  conversion  or  other  targeted  issues  of  concern   Quarterdeck's  current  situation 
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demonstrates  the  utility  of  this  approach  If  you  look  at  Quarterdeck  we  have  two  options  as  a 
company  We  can  remain  small,  finance  our  projects  on  a  deal  by  deal  basis,  and  while  we  will  be 
profitable,  our  impact  on  the  overall  defense  conversion  effort  will  remain  small  The  other  option 
is  to  grow,  add  more  people  and  complete  more  transactions  That  requires  not  investment  funds, 
but  working  capital  To  date,  we  have  received  no  government  funding,  and  since  our  firm's  partners 
have  financed  its  development,  we  are  unlikely  to  expand  rapidly  beyond  our  profitable  base  While 
financially  this  may  make  sense  for  our  partners,  it  does  little  to  solve  the  large  and  immediate 
problem  facing  our  country. 

Some  Congressional  committees  have  looked  at  creating  a  venture  fund,  but  as  I  understand 
it,  have  not  been  able  to  agree  on  a  structure  Some  govenunent  programs,  such  as  the  TRP 
specifically  preclude  intermediaries  and  catalysts  from  receiving  funds  Most  small  businesses  start 
with  private  capital  often  provided  by  third  party  investors  The  role  of  private  investment  is  crucial 
to  the  creation  of  these  companies,  and  that  role  should  be  facihtated  within  these  crucial  sectors  of 
the  economy 


Considering  Commercial  Marketplace  Potential 


Quarterdeck  has  already  proven  investment  companies  which  focus  on  defense  conversion  can 
work.  We  approach  the  process  differently  from  existing  government  programs  We  look  for  a 
commercial  need  for  the  technology,  then  use  our  knowledge  of  the  defense  industry  to  find  a 
technology  which  meets  that  need  One  case  in  point  was  our  purchase  of  a  small  Hawaii-based 
company  which  had  developed  a  child  safety  device  but  had  technology  problems  with  reliability 
which  they  had  been  unable  to  solve  By  working  with  a  defense  company  we  knew  had  been  doing 
woric  in  related  technology,  the  defense  company  was  able  to  solve  the  problem  with  basically  off-the- 
shelf  technology  We  then  purchased  the  technology,  moved  the  company  to  California,  and  will 
begin  the  production  of  the  device  in  just  a  few  months. 

Another  of  our  pending  acquisitions  involves  laser  technology  which  was  originally  developed 
for  the  Air  Force  Used  to  project  images  on  large  screens  in  command  centers  at  two  of  the  larger 
specified  commands,  this  technology  represents  a  quantum  leap  over  existing  methods  of  large-screen 
projection  and  does  so  at  a  lower  cost  The  projected  image  is  always  in  focus  due  to  the  properties 
of  laser  light  With  infinite  depth  of  field,  projections  appear  perfectly  on  curved  screens,  domes, 
walls,  or  any  other  non-linear  surface  such  as  mist,  smoke,  clouds,  fog,  fire,  or  water  —  requirements 
for  many  of  the  virtual  reality  and  other  advanced  display  venues  It  also  has  the  added  advantage 
of  taking  a  digital  feed  which  it  image  enhances  and  line  doubles  for  a  high  definition  display 
Because  the  system  utilizes  laser  light  to  produce  its  color  spectrum,  a  much  wider  range  of  colors 
is  available  than  in  other  video  projectors  or  even  film 
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This  technology  is  extremely  advanced  and  is  applicable  to  one  of  fastest  growing  sectors  of 
the  economy  -  entertainment  The  industry  is  poised  and  anxious  to  move  into  the  next  generation 
of  digital  interactive  imaging  We  believe  this  technology  will  meet  the  existing  and  fiiture  needs  of 
the  marketplace 

Here  as  with  our  other  investments,  we  have  adhered  to  our  investment  philosophy  of 
searching  for  defense  technologies  which  have  commercial  applications  This  reduces  the  investment 
risk  by  utilizing  technology  which  has  already  been  proven  in  its  defense  uses,  was  developed  at 
government  expense,  and  has  proven  market  applications  by  which  to  meet  our  profit  objectives 

Each  of  the  ideas  presented  has  several  distinct  advantages  over  the  defense  conversion 
policies  we  have  seen  so  far 

♦  First,  any  entity  created  or  acquired  would  be  commercially  viable 

♦  Second,  they  can  produce  immediate  results  We  would  not  be  funding  research  for 
commercial  applications,  we  would  be  supporting  the  process  of  taking  those  technologies 
which  already  exist  to  market  right  now  This  way  we  can  save  jobs  and  companies  before 
they  disappear 

♦  Third,  we  would  be  building  on  technologies  that  already  exist  ~  and  have  already  been  paid 
for  with  past  defense  budgets  —  before  they  become  obsolete 

♦  Fourth,  we  would  be  helping  start-up  companies  whose  inherent  high  risk  leaves  them  few 
sources  of  capital  at  this  time 

♦  Last,  we  would  be  leveraging  our  government  dollars  with  private  capital  Government 
would  serve  as  a  catalyst  to  the  resources  already  available  in  private  capital  markets 


Conclusion 


The  transition  of  our  defense  and  aerospace  industries  to  meet  the  new  economic  realities  in 
the  post  cold  war  period  is  an  issue  of  national  importance  which  must  be  addressed  While  we  face 
serious  problems,  there  are  also  a  great  many  factors  which  work  to  our  advantage  Within  the 
defense  industry  are  some  of  the  most  highly  skilled  and  educated  individuals  this  country  has  ever 
produced  The  government  has  invested  billion  of  dollars  over  the  past  couple  of  decades  in  research 
and  development  which  has  produced  numerous  technologies,  many  of  which  can  make  enormous 
contributions  to  the  commercial  marketplace  There  is  also  abundant  private  capital  to  support  the 
transition. 
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The  problem  we  face  is  overcoming  the  separation  of  the  two  diverse  culture  There  must 
be  increased  integration  of  the  defense  and  commercial  technology  bases  There  must  also  be  closer 
cooperation  between  private  capital  markets,  the  commercial  marketplace,  and  the  defense  industry. 

For  the  government  to  play  a  worthwhile  role  in  the  conversion  process  and  maximize  the 
value  of  government  funds,  it  must  first  convert  its  own  thinking  Government  does  not  have  the 
money  to  fund  the  entire  process,  and  government  agencies  are  often  not  the  best  equipped  to 
determine  which  entities  will  become  the  commercial  success  stories  Additionally,  efforts  are  often 
fragmented  and  duplicative  as  various  agencies  set  up  their  own  programs  with  no  coordinated 
approach  The  first  step  in  overcoming  these  obstacles  is  to  acknowledge  the  key  role  the  private 
sector,  particularly  the  private  capital  markets,  has  to  play  We  must  then  find  innovative  ways  to 
foster  cooperation  between  government  and  private  entities  and  ways  to  leverage  our  scarce 
government  resources 

In  the  overall  context  of  economic  development,  defense  conversion  is  only  one  aspect  of  a 
larger  problem  It  is,  however,  a  vital  sector  of  our  economy  and  essential  to  our  continued  security 
as  a  nation  There  are  many  lessons  to  be  learned  from  current  defense  conversion  efforts  which  are 
applicable  to  other  areas  and  industries  concerned  with  growth  and  technological  advantage  Many 
of  the  models  proven  successfiil  in  defense  conversion  will  prove  successful  elsewhere  I  beheve  that 
the  recommendations  which  I  have  proposed  will  greatly  assist  in  aiding  defense  conversion  and  will 
be  equally  apphcable  to  other  areas  of  economic  development 
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Testimony  of  Greg  LeRoy 

Principal,  GLR  Associates 

Before  the  U.S.  House  of  Representatives 

Subcommittee  on  Economic  Growth  &  Credit  Formation 

March  15,  1994 

Good  morning,  Chairman  Kanjorski  and  thank  you  for  this  opportunity  to  address 
Renewing  the  Economic  Development  Administration. 

I  am  here  today  as  the  Policy  Consultant  to  the  Federation  for  Industrial  Retention  and 
Renewal  (FIRR),  the  national  network  of  grassroots  organizations  promoting  job  retention 
which  includes  the  Steel  Valley  Authority,  directed  by  my  fellow  panelist  this  morning 
Tom  Croft.    For  ten  years,  I  served  as  research  director  for  the  Midwest  Center  for  Labor 
Research  in  Chicago,  also  a  FIRR  member  group.    In  addition  to  my  policy  work  for 
FIRR,  I  am  also  the  Midwest  Director  of  American  Capital  Strategies,  the  nation's 
foremost  investment  banking  firm  assisting  employee  buyouts.    I  am  also  currently 
consulting  the  Oil,  Chemical  and  Atomic  Workers  International  Unions  in  two  defense- 
conversion  related  issues:  the  Department  of  Defense's  Armament  Retooling  and 
Manufacturing  Support  (ARMS)  program  for  downsized  ammunition  plants  and  the 
Department  of  Energy's  Environmental  Restoration  Management  Contract  (ERMC) 
program  for  cleanup  of  nuclear  weapons  plants. 

As  an  appendix  to  my  testimony  today,  I  have  submitted  to  your  staff  an  11 -page  paper  I 
wrote  two  years  ago  entitled  "Industrial  Retention:  Proven  Local  and  State-Level 
Initiatives."  Many  of  my  remarks  today  are  drawn  from  that  paper  and  my  subsequent 
work  within  the  FIRR  network. 

FIRR,  as  our  name  implies,  is  primarily  concerned  with  retaining  and  improving  family- 
wage  jobs.   We  see  this  as  the  only  viable  cornerstone  to  any  realistic  local,  regional  or 
national  industrial  development  plan.   Towards  that  end,  I  would  like  to  stress  three  very 
specific,  attainable  goals  for  the  EDA:  Early  Warning,  Succession  Planning  for  Aging 
Owners,  and  Anti-Relocation  Regulations. 

Five  years  ago,  I  trained  all  50  States'  Dislocated  Worker  Units  in  the  methodology  of 
Early  Warning,  under  contract  to  the  Department  of  Labor.   To  define  Early  Warning,  we 
in  the  plant-closings  movement  have  conducted  hundreds  of  business  "autopsies,"  and 
we  have  developed  a  set  of  1 5  indicators  ~  visible  to  the  trained  observer  -  that  indicate 
likely  layoffs  or  shutdowns.   Most  of  the  indicators  concern  various  forms  of 
disinvestment  and  other  corporate  strategies  that  usually  play  out  long  before  a  closure 
announcement.   We  first  published  the  Early  Warning  Manual  Against  Plant  Closings  in 
1986,  and  it  has  been  widely  read  and  used. 

I  cannot  emphasize  this  strongly  enough:  Early  Warning  is  the  cornerstone  of  successful 
job  retention.   Whichever  method  of  job  retention  is  ultimately  employed  ~  an  employee 
buyout,  a  land-use  strategy,  or  a  labor-management  intervention,  for  example  ~  none 
can  succeed  without  the  lead  time  provided  by  Early  Warning. 
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The  problem  is  that  the  Department  of  Labor  never  inculcated  this  methodology  into  the 
Department  of  Commerce,  and  likewise,  in  the  typically-Balkanized  state  bureaucracies, 
the  Dislocated  Worker  Units  rarely  spread  the  Early  Warning  gospel  to  their  state 
Departments  of  Commerce.   (I  should  add  parenthetically  that  there  is  a  gender  dynamic 
here;  servicing  dislocated  workers  is  predominately  a  female  profession,  while  economic 
development  is  still  mostly  male.) 

To  remedy  this,  as  you  renew  the  EDA,  you  should  mandate  that  the  EDA  offer  Early 
Warning  training  as  a  regular  and  ongoing  regional  function.   The  EDA  should  publish 
Early  Warning  case  studies,  offer  special  Early  Warning  pilot  projects  and  generally 
create  a  new  expectation  of  EDA  beneficiaries  that  they  should  be  seeking  to  pro-actively 
retain  existing  jobs  as  well  as  develop  new  ones. 

I  want  to  emphasize  again:  Early  Warning  is  a  low-tech,  cost-effective  way  to  save  jobs. 
It  is  not  rocket  science:  it  is  education  and  persistence.   It  is  a  proven  off-the-shelf 
technology  that  the  EDA  has  ignored  for  ten  years  and  must  now  embrace. 

One  of  the  most  preventable  kinds  of  shutdowns  we  see  are  family-owned  companies 
with  aging  owners  who  lack  successors.  These  are  small  to  medium-sized  companies 
who  form  a  crucial  industrial  link;  they  are  often  the  greatest  new-job  creators.    In  1989,  I 
conducted  what  was  then  the  largest  direct  survey  of  aging  manufacturing  company 
owners  about  their  retirement  and  succession  plans.    Fully  38%  of  the  130  owners 
surveyed  acknowledged  that  they  had  no  chosen  successor,  yet  all  were  age  55  or  older; 
many  were  far  past  age  65.   Very  similar  results  were  obtained  in  follow  up  studies  in 
Seattle  and  New  York  state.   In  America  today,  two  out  of  five  aging  company  owners 
are  leaving  their  employees'  jobs  at  risk  by  not  planning  for  their  succession. 

Several  states,  usually  in  partnership  with  non-profit  groups,  have  developed  very 
successful  outreach  programs  to  aging  owners  to  begin  educating  them  about 
succession  planning.  The  most  outstanding  states  here  are  New  York,  Washington, 
Massachusetts,  Michigan,  Ohio,  and  North  Carolina.   Most  of  these  efforts  have 
emphasized  the  option  of  employee  ownership  as  a  solution;  indeed,  39%  of  the  new 
Employee  Stock  Ownership  Plans  being  formed  in  the  United  States  today  are 
successorship  deals. 

These  are  often  solid  companies  with  highly-skilled  workers,  satisfied  customers  and 
good  products.   And  the  retiring  owner  who  sells  his  company  to  an  ESOP  can  legally 
avoid  all  capital  gains  taxes  while  allowing  the  workers  to  gain  equity  and  greater 
motivation  to  work  smarter  and  more  productively.   Truly  a  win-win  outcome.    But  the 
EDA  is  not  promoting  this  option;  indeed,  it  is  not  targeting  aging  owners  at  all. 

The  EDA  should  be  training  the  states  how  to  reach  out  and  educate  aging 
entrepreneurs  about  successorship  planning  and  the  ESOP  option.    Pilot  projects, 
educational  materials,  and  sponsorship  of  conferences  directed  at  aging  owners  and  their 
advisors  could  make  a  terrific  contribution  and  save  untold  numbers  of  workplaces  from 
this  very  preventable  kind  of  shutdown. 
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I  would  like  to  conclude  with  a  thorny  subject  that  faces  the  EDA  and  every  other  new 
economic  development  initiative,  the  issue  of  anti-relocation  safeguards.    It  is  my  opinion 
that  America  already  suffers  too  much  capital  hypermobility,  and  that  government 
incentives  should  not  exacerbate  that  problem  by  "robbing  Peter  to  pay  Paul." 
Unfortunately,  EDA-subsidized  industrial  parks  and  other  projects  often  attract  jobs  from 
afar,  thereby  subsidizing  the  destruction  of  existing,  family-supporting  jobs. 

My  experience  with  the  EDA  on  this  issue  has  not  been  good;  indeed,  the  violation  of 
EDA's  weak  anti-relocation  rules  at  an  industrial  park  in  Puerto  Rico  became  a  predicate 
act  in  a  Racketeer-Influenced  Corrupt  Organizations  (RICO)   lawsuit  filed  by  the  Oil, 
Chemical  and  Atomic  Workers  Union  vs.  American  Home  Products  Corporation;  the  suit 
was  settled  out  of  court  for  $24  million  in  1992. 

As  I  have  warned  the  Army  regarding  one  of  its  new  programs,  there  is  no  surer  way  to 
incur  the  wrath  of  mayors  and  members  of  Congress  than  to  allow  a  government 
program  to  subsidize  the  theft  of  jobs  from  their  jurisdictions.   And  the  growing  number  of 
lawsuits  seeking  to  hold  companies  accountable  for  past  subsidies  received  is  a  sure 
sign  of  growing  public  outrage  against  the  abuse  of  development  subsidies  (e.g., 
Ypsilanti  v.  General  Motors,  Chicago  v,  Playskool,  Duluth  v.  Triangle  Corporation, 
Norwood  vs.  General  Motors,  West  Virginia  v.  Newell  Corporation). 

EDA  must  revise  its  anti-relocation  rules  and  give  them  some  real  teeth.   Currently,  EDA 
regulations  (309.4)  currently  prohibit  use  of  EDA  funds  to  subsidize  the  movement  of 
work  from  one  labor  market  to  another.   Recipients  found  in  violation  are  only  required  to 
pay  back  the  value  of  EDA  assistance  plus  interest.   And  the  prohibition  sunsets  after 
only  four  years,  so,  for  example,  an  industrial  park  built  four  years  ago  with  EDA  money 
can  legally  steal  jobs  from  other  labor  markets. 

I  would  like  to  suggest  some  specific  safeguards,  based  on  the  best  state  laws  to  date, 
especially  those  in  Wisconsin  and  Minnesota.   First,  abolishment  of  the  four-year  sunset; 
any  EDA-funded  project  should  have  permanent  anti-relocation  prohibitions  tied  to  it, 
period. 

Second,  anti-relocation  exceptions  could  only  be  made  with  disclosure:  any  applicant  for 
EDA  funds  should  be  required  to  state  whether  the  project  will  result  in  dislocation  at  any 
other  site  controlled  by  the  applicant.  If  it  will,  the  applicant  should  be  required  to  specify 
the  degree  of  dislocation  and  then  notify  the  adversely-affected  workforce  and  the 
affected  jurisdiction  at  the  time  of  making  application.   The  workforce  and  the  jurisdiction 
should  then  have  a  response  period  during  which  they  may  study  and  comment  on  the 
proposal  before  it  is  approved. 

Third,  meaningful  deterrence:  applicants  found  to  have  falsified  their  application  or  to 
have  used  EDA  funds  to  steal  jobs  should  be  liable  for  criminal  fraud  penalties,  and  EDA 
applicants  should  be  required  to  sign  off  on  knowledge  of  that  liability  when  making 
application. 

Thank  you  for  this  opportunity  to  be  heard  on  renewing  the  EDA. 
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INDUSTRIAL   RETENTION:   PROVEN   LOCAL  AND   STATE-LEVEL   INITIATIVES 


Introduction  and  Summary 

The  rapidly-evolving  industrial   retention  movement  has  developed  several 
proven  methods  for  retaining  factory  jobs.     Because  those  of  us  in   this 
movement  are  so  immersed  in  the  intricacies  of  our  many  ongoing  struggles,  we 
too  seldom  pull  back  to  appreciate  the  enormous  strides  we  have  made.     The 
purpose  of  this  paper  is  to  summarize  the  lessons  of  the  past  several   years, 
highlighting   best  practices  and  cutting-edge  methods. 

For  those  who  would   say   "Manufacturing   is  dead,   especially   in  the  cities"  or 
"There  is  nothing  to  be  done  about  manufacturing,"  we  say:  read  this  paper. 
For   there   is   now    bountiful    history   indicating    that   several    practical 
approaches  have  emerged  that  are  saving  factory  jobs  in  every  region  of  the 
country. 

These  approaches  and  their  considerable  track  records  prove  that  concerted 
actions   can    save   fcimily-wage   factory   jobs,   a   critical    link   to  reversing    the 
rise    in    U.S.    poverty.      Industrial    economic   development    policy,    traditionally    a 
more  fragmented  arena  than  policy  for  housing  or  retail  development,  is  coming 
into  its  own   in  a  bottom-up  fashion. 

Early    Warning,   ownership   structure   intervention,    land-use   strategies,   sectoral 
intervention,    industrial    networking,    labor-management    participation, 
industrial    subsidy    accountability,    economic   conversion,    and    workforce   skills 
upgrading  all   demonstrate  the  de  facto  evolution  o'  a  U.S.  industrial   policy. 

The  challenge  now  is  to  promulgate  greater  awareness  and  practice  of  these 
approaches,  especially  those  leading-edge  methods  being  developed  by  non- 
profit  groups  and   their  state  and   city   partners,    to   win    greater   federal 
support  for   best   practices,   and   to  remove  federal    disincentives   for   regional 
economic  stability. 

MCLR  welcomes  comments  and  feedback  on  these  arguments.    The  insights  here  are 
culled    from   our    nine    years   of   industrial    retention    experience,    the   efforts   of 
our  many   sister  non-profit   groups,   especially   those  of  the   Federation    for 
Industrial   Retention   and   Renewal   (FIRR),   numerous  creative  labor  unions,  and 
the  work  of  many  states  and  cities  that  have  been   both  influenced  by  and 
influences  upon  our  movement's   work. 
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Ownership  Structure-Based  Intervention 

Understanding  a  plant's  ownership  structure,  and  where  it  stands  within  the 
current  business  plan  of  that  ownership,  is  the  first  fundamental   Early 
Warning  research  task.     Out  of  that  analysis  have  arisen  three  proven  axioms: 
local   ownership    Is  the   safest;    distant  multi-plant  ownership    is   the   riskiest, 
and  aging  family  owners  are  very  fertile  ground  for  retention   work. 

Ownership   structure  analysis  is  essential    because   without   it,   for  example,   it 
is  impossible  to  determine,   when  a  plant  is   being    disin vested,   why   that  is 
occurring.     Ownership  analysis  also  leads  to  numerous  other  key  variables, 
such  as:  does  the  same  owner  have  another  plant  that  duplicates  the  local 
facility;  and   what  is  the  history  of  this  owner  in  other  locations? 

Regarding  aging  owners,  FIRR  groups  and  other  non-profits  as  well  as  state 
agencies  promoting  employee  ownership  have  proven  that  intervention  to  find 
successor  owners  for  aging  entrepreneurs  is  a  high-return  strategy.    Through 
outreach,  education,  and  diligent  follow-up,  these  pioneers   have  saved   dozens 
of  companies,  most  of  which   had   good  business  basics  (good  products,  skilled 
workers,  established  customer  bases),  but  lacked  a  management  successor. 

This  is  a  broad  public  Issue  for  America's  post-war  generation  of 
entrepreneurs.     MCLR's  1989  survey  of  a  large  sample  of  aging  Chicago  factory 
owners  found  that  38%  lacked  a  chosen  successor;  subsequent  surveys  in  other 
industrial    regions   have  found   almost   identical    results.      The   nation's   leading 
practitioners  are  in   New   York,  Ohio,  North   Carolina,   Chicago,   Massachusetts, 
Washington  and  Michigan.     Most  of  these  efforts  involve  a  partnership  between 
a  public  agency  and  non-profit  specialists. 

Today  in  America,  approximately  half  of  the  newly-created  Employee  Stock 
Ownership   Plans  (ESOPs)  are  successorship  deals.     For  smaller  businesses,  the 
cooperative   structure   is    equally    attractive.      While    not   all    of   these 
workplaces  would  be  considered  endangered,  the  rapid  growth  in  the  use  of 
ESOPs  to  meet  successorship  needs  is  resounding  proof  that  the  strategy  is 
viable  and    working.     Parallel   to  this  rise  in   successorship   ESOPs   is  the   brisk 
rise  In  private  consulting  and  university-based  family   business  centers 
offering   assistance  on   family   dispute   resolution,   estate   planning,    board 
structures  and  other  long-term  planning  issues  to  preserve  the  company  and  its 
jobs  (e.g.,  Yale,  Baylor,   Loyola  of  Chicago,  Oregon  State). 

Corporately-owned  factories  present  different  challenges.     Fundamental  to  that 
work  is  the  well-proven  (and  repeatedly-experienced)  auciom  that  plants  owned 
by  multi-plant  absentee  parent  corporations  are  high-risk.     As  well,  such 
plants  are  comparatively  small   in  number  but  large  In  employment,  and  their 
layoffs  and   closures  account  for  the  majority  of  industrial    worker 
dislocation.       Therefore,    efforts    are    increasingly    designed    to    retain    local 
ownership  of  plants  and  to  promote  the  reversion  to  local   hamds  of  plants  that 
have  become  absentee-owned. 

The  1980s  wave  of  state  anti-takeover  laws  is  the  most  obvious  examiple  of  such 
efforts;  governors  and  mayors,  repeatedly  stung  by  quick-buck  corporate 
raiders  undermining   their  industrial   bases,   banded   together  to  deter  such 
abuses.     The  net  effect  of  the  more  than   25  such   state  laws  (aided, 
admittedly,   by   the  collapse  of  the  junk   bond  market)   has  been  to  retard  the 
takeover  phenomenon. 
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Several   cities  —  notably   Chicago,   Boston,   New   York,   Portland,   Berkeley,   and 
Seattle  —  have  responded  to  this  problem  with  Protected   (or  "Planned") 
Manufacturing   Districts.      Basically,   PMDs  are  zoning   devices  to   protect  the 
Industrial    character  of  an   area.      Local  ordinances  enable  the   designation   of 
specific  areais  in   which   zoning  changes  are  either  prohibited  or  very  closely 
reviewed    with    the    specific    intent   of   anti-gentrification.       By    controlling 
rezoning,  the  PMD  designation   removes  the  speculative  allure  for  developers. 
PMD  ordinances  may  also  control  property  tax  changes,  to  reduce  the  impact  on 
remaining  manufacturers  in  areets  where  redevelopment  has  already  started. 

Mature   industrial    cities,    by    definition,   lack  open    spaces.      This   is   a   problem 
for  growing  companies  that  need  to  expand.     If  they  cannot  expand  onto  an 
adjoining    site,    relocation   again    becomes   an    imperative,   and    flight   to   the 
suburbs  or  beyond  is  the  most  common  outcome.    This  is  a  doubly  deimaging 
phenomenon   for  cities,   because  it  meems  that  it  Is  the   healthiest  companies  — 
those  that  are  growing  and  need  more  space  —  that  are  leaving,  while  those 
that  are  stagnant  or  declining  more  often  stay  in  town. 

Lack  of  space  is  also  an  issue  for  manufacturers  because  of  the  trend   in 
factory   design   towards  sprawling,  single-story   layouts   vs.   multi-story   designs 
prevalent  through   the  1950s  and  1960s.    High-acreage  requirements  rule  out 
many  cities  for  factory  siting. 

The  response  of  many  cities  to  this  problem  has  been  to  copy  the  Southern  and 
rural   (and   suburban)  device  of  developing  industrial   parks.     By  clearing  land 
(blighted  or  underused)  and  providing  common  improvements  (infrastructure, 
security,  etc.)  cities  can  attract  employers  betsed  on  advantages   such   as  labor 
supply,  supplier  and  customer  access,  transportation,  and   per  square  foot 
cost.  Industrial    park    development   is   difficult   for   cities,    however.      It    is 

not   easy    (or   always   politically    possible)   to   assemble    large    parcels   of   land. 
As  well,  such  an  endeavor  requires  a  city's  development  agency  to  behave  in  an 
entrepreneurial   manner,  not  an  easy   "new  trick"  for  many   bureaucrats  to  learn. 

Behind    some   companies'   decisions  to  flee  cities  are   two  more   sinister  forces: 
racism  and   redlining.     For  factory  owners  who  have  fled  racially  changing 
neighborhoods  by  moving  to  the  suburbs,  bringing  their  workplace  out  of  the 
city    is  often   a  next  step.      Redlining   is  even   more   subtle.      Basically,    when 
manufacturers  seek   financing  to  expand  a  city  site  or  to  relocate  within   the 
city    by    upgrading   an   existing    site,   they    find    that   instltutioneU    lenders 
(especially   insurance  companies  and   mortgage  companies)   will   either  refuse  to 
write   loans   In   the  city   (often   disguised   with  arbitrary   guidelines,   such   as   no 
loans  on  buildings  over  20  years  of  age)  or  offer  such  advantageous  terms  on 
suburban  properties  (lower  down  payments,  lower  interest  rates  and  points) 
that  moving  to  the  suburbs  is  a  simple  matter  of  economic  self-interest. 

While   we   are   not   aware  of   any    anti-industrial    redlining    efforts,    ameliorating 
racism  is  an   implicit  mission  of  many  of  the  country's  non-profit  community 
development  corporations,  local  chambers  of  commerce  and  other  business 
associations.     Although  most  such  groups  have  commercial  rather  than 
Industrial  constituencies,  by   providing  owners/managers  with  a  remaining  link 
to  the  community  (when  many  of  them  have  moved  their  families  out), 
development  corporations  help   keep  companies  rooted   in   urban  areas. 
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Labor-Manaqefnent  Participation 

Reorganization  of  industrial   worl<places  to  allow   workers  greater  control  over 
their  jobs,   to   work   in   more  flexible   patterns,  and   to  work   with   lower   ratios 
of  white  collar  supervision,  has  enabled  thousands  of  workplaces  to  reduce 
costs  and   improve  efficiency  and  quality. 

Such  changes  are  very  often  part  of  an  employee  buyout  process,  but  worker 
participation  is  also  a  mushrooming  phenomenon  within  conventionally-owned 
businesses.     It  is  supported  through  state  and  regionally-funded  area  labor- 
management  committees  in  at  least  12  states  (Midwest  and  upper  Appalachia). 
Such  efforts  are  also  supported  and  encouraged   by  the  U.S.  Department  of  Labor. 

Additionally,   several    academic   institutions  (most   notably   Cornell's   Program   on 
Employment  and  Work  Systems)  have  developed  specialities  in  facilitating  such 
joint  labor-management  cost-reduction  and  quality-improvement  programs  (e.g., 
Trico  Corporation  in   Buffalo). 

The  issue  of  participation  (also  known  as  "Quality  of  Work   Life"  and   "Team 
Concept"  is  hotly-debated  within  the  labor  movement,  because  various  company's 
programs  were  suspected  to  be  (and  others  proven  to  be)  anti-union 
subterfuges.     MCLR's  Labor  Research   Review   issue  »14.,  "Participating  in 
Management:  Union  Organizing  on  a  New  Terrain,"  lays  out  a  growing  labor 
consensus  about  how  unions  may  best  approach  participation  so  as  to  keep  the 
process  truly  "joint"  and  focused  on  long-term  job  stability  goals. 


Industrial   Subsidy  Accountability 

Stung  by  plant  closings  that  have  involved  the  abuse  of  previously-granted 
industrial  development  subsidies,  a  few  states  and  cities  have  moved  to  save 
jobs  by  holding  companies  accountable  for  such  aid.     The  basic  philosophy  of 
such   actions  is  this:   if  the  public  sector  is  going  to  invest  monies  (in   the 
form  of  low-cost  capital,  training   grants,  foregone   income  in   the  form  of  tax 
abatements,  and/or  public  infrastructure  improvements),  then  it  has  every 
right  to  expect  a  return  on  that  investment  in  the  form  of  stable  jobs 
retained  and  created. 

Although   nearly   all   applications  for  the  above-listed   types  of  subsidies 
Include   required   statements  of  jobs  to   be  created  or   retained,  the  fact  is 
that  the  public  sector  is  notoriously   lax   in   its  oversight  and   enforcement  of 
such   pledges.     In  a  few  cases,  2ind  then  always  after  a  "horror  story"   has 
exposed   regulatory   loopholes,  states  and   cities  have  moved   to  put  teeth   in 
their  subsidy  applications  and  oversight. 

The  reforms  ~  in   Duluth,  Chicago,  New  Haven,  St.   Paul,  Wisconsin,  Vermont, 
and   Vacaville  (CA)   ~  take  three  forms:   "clawbacks,"      "jobs  impact 
statements,"  and   legal   actions  to  enforce  existing   laws  and  contracts. 

Clawbacks,  as  enacted   by  New  Haven,  Vacaville,  and  Vermont,  are  contractual 
provisions   mandated    in   the  subsidy    boilerplate   which   stipulate   that   if   the 
recipient  fails  to  achieve  the  stated   employment  goals  or  moves  the  jobs  out 
of   the   subsidized    facility    during    the   life  of  the   incentive,   it   must   repay    the 
subsidy  on  a  proportionate  basis. 
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Workforce  Skills  Upgrading/Improved  Dislocated  Worker  Assistance 

Human  capital  and   infrastructure  are  our  two  least-mobile  assets.      Realizing 
this,  and  borrowing  a  page  from  the  South's  industrial  attraction  game  book, 
some  states  have  recently  made  remedial  (and  tailored)  workforce  training  a 
.high  priority  for  retention   and    renewal.     All   other  things  often   being   equal 
(everyplace  offers  cheap  capital,  tax  abatements  and  often   land),  companies 
frequently  decide  where  to  locate  or  expand  based  upon  a  region's  available 
skills  base. 

More  broadly,   as  summarized    brilliantly   in  the  America's  Choice:  High   Skills 
or  Low  Wages  report  of  the  Commission  on  the  Skills  of  the  American  Workforce, 
the  U.S.   is  falling   behind   its  major  trading   partners  in   workforce  skills  and 
faces  a  fork  in  the  road  which  will   broadly  determine  the  nation's  standard  of 
living  for  decades. 

These  analyses  come  on  the  heels  of  numerous  studies  that  indicate  the  U.S.  is 
doing   a  poor  job  of  retraining   Its  dislocated    workforce,  causing 
disproportionate  income  loss  and  duration  of  unemployment  for  those  least- 
educated,   women  and  minorities  (and   increaising   income   polarization).      Not 
until  the  end  of  the  1982-1983  recession  did  the  Department  of  Labor  even  win 
a  specific   line   item   (Jobs  Training   and    Partnership   Act   Title   III)   to   assist 
dislocated   workers.     Since  then,  JTPA   has  suffered  from  high  degrees  of 
political    influence   and    drastic    variations    in    the    quality    of    state    staff    and 
local  service  providers.     While  incremental  progress  has  been  made  to  improve 
practice,  and  the  new  JTPA  Title  III  incarnation  as  EDWAA  includes  many 
favorable  developments  described  above,  the  net  results  to  date  are  poor. 

One  promising  development  is  the  Canadian  model  for  adjustment,  a  voluntary 
(but  encouraged)  feature  of  EDWAA.     When  advance  notice  is  given,  a  joint 
labor-management  committee  is  formed,   a  neutral   outside  chair  is   recruited, 
and  the  committee  then  focuses  on  a  single  purpose:  to  insure  that  the 
dislocated   workers  get  the  very   best  assistance  possible.     The  committee 
surveys  the  workers  for  their  adjustment/training   needs,  hires  and  fires  the 
service  providers,  and  "bird  dogs"  every  eispect  of  the  process  and  outcomes  as 
workers  enter  the  labor  market.     Pilot  results  in   nine  states  dating   back   to 
1986  have  been  outstanding,  as  measured  in  reemployment  rates,  new  wages 
obtained,  and   duration  of  unemployment. 

Besides  handling   better  this   "supply"   side  of  the  labor  market,  some  states 
and    cities   are    becoming    increasingly    entrepreneurial    in    tailoring    their 
training  programs  to  demand,  much  sls  some  Southern  states  developed  their 
vocational   education   programs,   based  on  active  consultation    with   area 
manufacturers  on  their  anticipated  training  needs.     Odd  though  it  may  seem, 
many  training   programs  have  fallen  prey  to  bureaucratic  and   political 
influences  that  have  estranged  them  from  such  market  basics. 


Beyond   Reductionism/Strategic  Interplays 

We  hasten   to  stress  that  none  of  the  above-outlined  approaches  should   be 
looked    at    in    isolation,    and    that   many    industrial    retention    organizations 
represents  hybrids  of  various  strategies.     Some  of  their  systems  involve  other 
tools  not  described  above. 
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«*  federal   tax  code  regulations  enabling  Industrial  Revenue  Bonds  should 
be  altered  to  prohibit  their  use  to  subsidize  the  movement  of  work  from 
one  site  to  another,  and  to  target  them  on  a  needs  basis,  restricting  them 
to  small  and  medium-sized  firms  with  the  greatest  capital  access  needs. 

**  Economic  Development  Administration  support  for  industrial  parks  should 
be  retargeted  to  inner-city  areas,  for  the  redevelopment  of  underused 
industrial  land  to  retain  city  manufacturers. 

**  Economic  Development  Administration  and  Jobs  Training  Partnership  Act 
regulations,  which  ostensibly  prohibit  use  of  such  funds  to  subsidize  the 
movement  of  work  (thereby  exacerbating  the  problem  of  capital 
hypermobility),  must  be  rewritten  to  include  real   "teeth."     These  precious 
resources  must  be  reserved  for  companies  that  will  adhere  to  the  goal  of 
regional  economic  stability.     Community  Development  Block  Grant 
regulations,  which  currently  include  no  such  prohibitions,  must  gain  them. 

Finally,  a  note  regarding  the  Worker  Adjustment  and   Retraining   Notification 
(WARN)  Act,  the  federal   law   requiring  60  days  notice  before  plant  closings  or 
mass  layoffs.      We  deliberately  excluded  the  law   from  our  discussion  of 
industrial   retention,  because  the  law  as  currently  constituted  has  no  means  or 
intent  of  saving  jobs;  it  is  a  dislocated   worker  assistance  law  pure  and 
simple. 

But  when  the  subject  is  next  revisited  by  Congress,  there  are  several 
promising  areas  where  the  law  should  be  expanded  to  further  shore  up  the 
social  contreurt  for  dislocated  workers: 

**  mandatory  joint  labor-management-government  consultation  at  the  time 
notice   is   given   to  explore   retention   opportunities  (an   origlneU    element  of 
the  WARN  Act  lost  in  conference  committee). 

**  more  than  60  days  notice  for  larger  shops  (as  proven  workable  by  many 
union-company  contracts). 

**  extension  of  notice  to  businesses  with  50  employees  or  more  (already 
enacted  by  Wisconsin),  protecting  another  10X-12X  of  the  workforce. 

**  community  severance  requirements  based  on  real  estate  and  property 
taxes  to  cushion  the  Impact  on  community  services  (as  already  practiced 
voluntarily  in  some  cases). 

**  meuidatory  minimum  severance  pay  schedules  (as  in  Maine). 

*«  improvement  upon  COBRA's  insurance-extension  provisions  (as  in 
Massachusetts,  Hawaii  and  Connecticut). 

«*  codify  the  Canadian  worker  adjustment  model  as  mandatory  rather  than 
voluntary  (based  on  outstanding  results  to  date). 
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FROM  BRICKS  AND  MOKTAR  TO  PEOPLE  AND  INSnTUTIONS:   NEW  PATHWAYS  TO 
IMPROVE  REGIONAL    ECONOMIC  PERFORMANCE 

Summary  of  Testimony  by  Michael  Oden  of 
The  Proiect  on  Regionai  and  Industrial   Economics 

Introduction 

I  am  a  postdoctoral  research  fellow  at  the  Project  on  Regional  and  Industrial  Economics  (PRIE) 
at  Rutgers  University.  The  Project  focuses  on  the  characteristics  and  causes  of  economic  growth  at  the 
regional  and  local  levels.  We  look  at  how  technical  change,  the  growth  and  decline  of  specific  industries, 
and  the  development  of  private  and  public  institutions  shapes  the  performance  of  regions.  PRIE  also 
analyzes  how  the  actions  of  government  at  the  federal,  state  and  local  level  influence  the  economic 
fortunes  of  communities. 

I  want  to  talk  briefly  about  the  causes  of  unequal  regional  growth;  why  some  regions  grow  and 
develop  rapidly  as  others  stagnate  or  decline.  I  will  focus  on  how  government  influences  this  process, 
particularly  how  government  initiatives  can  help  change  negative  economic  trends  and  improve  regional 
growth  and  development.  Lessons  from  the  U.S.  and  other  countries  show  that  the  development  of  new 
capacities  and  new  business  activity  within  a  region  are  as  important  as  new  structures  and  edifices  in 
laying  the  foundations  for  durable  economic  recovery.  I  will  end  by  offering  some  ideas  about  how  a 
rehabilitated  Economic  Development  Administration  could  form  new  partnerships  with  regional  and  local 
actors  to  stimulate  new  indigenous  economic  activity  in  distressed  communities. 

The  Economics  cf  Regions 

Economists  and  other  academics  are  beginning  to  understand  what  business  people  and  workers 
have  generally  known  -  economic  development  and  growth  are  very  much  local  phenomenon.  Regional 
economic  development  is  not  a  subsidiary  form  of  development  -  national  economies  are  determined  by 
the  health  and  vitality  of  the  local  and  regional  economies  which  they  encompass.  Invention,  innovation 
and  the  creation  of  economic  wealth  by  individuals  and  businesses  are  local  phenomenon  -  as  is  the 
process  of  economic  decline. 

Big  differences  in  the  pace  of  growth  between  regions  are  normal  in 
vibrant  market  economies.  Technologies  and  new  industries  are  born,  mature  and  decline  in  an  area.  As 
a  company  successfully  discovers  and  exploits  new  technologies,  innovation  and  learning  spreads  to  their 
local  suppliers  and  is  adopted  by  their  local  competitors  and  customers.  This  process  also  involves  the 
spread  of  know-how  and  learning  throughout  the  work  force  and  the  community.  Agglomerations  of  firms 
develop  and  regions  specialize  in  specific  industries  that  export  goods  and  services  to  other  regions.  This 
in  turn  draws  in  income  and  resources  to  further  the  growth  process.  Silicon  Valley  becomes  a  world 
center  for  computing.  Seattle  an  aerospace  capital,  Rochester,  New  York  a  center  for  optics  and  imaging. 

The  erosion  of  regional  economies  whose  industries  mature  and  decline  can  also  be  a  cumulative 
process.  If  core  industries  decline,  the  suppliers,  institutions,  skilled  workers  and  know-how  slowly  slip 
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away.  Since  the  process  of  regional  growth  and  decline  is  complex  and  cumulative,  efforts  to  revive 
declining  regions  must  be  directed  at  an  array  of  local  institutions.  Stand  alone  projects  or  initiatives  rarely 
work.  Unless  they  are  pan  of  a  broad,  long-term  economic  revival  strategy,  they  often  become  castles  in 
the  sand. 

The  Ittfluence  of  Federal  Regional  Policies 

Regional  growth  disparities  are  in  large  part  the  outcome  of  unpredictable  changes  in  technology 
and  market  forces.  However,  federal  policy  and  spending  has  had  a  very  important  affect  on  regional 
growdi  patterns  in  the  U.S.  The  federal  government  has  had  few  active  regional  development  polices, 
defined  as  systematic  targeting  of  government  spending  and  assistance  to  reduce  regional  imbalances. 
However  federal  policies  in  the  defense  and  other  science  and  technology  areas  have  constituted  an 
extremely  powerful  "passive"  regional  policy. 

For  example,  in  1991  over  50  percent  of  U.S.  defense  purchases  went  to  just  seven  states  containing 
less  than  one-third  of  the  nation's  work  force.  Eight  metropolitan  areas  with  only  12.5  percent  of  the 
national  work  force  received  over  30  percent  of  total  DoD  spending.  Close  to  two-thirds  of  military  R&D 
went  to  9  metropolitan  areas  with  only  14%  of  the  population  (  U.S.  Office  of  Technology  Assessment, 
1992).  These  uneven  allocations  were  common  over  the  last  forty  years.  Regions  grew  and  specialized 
around  the  production  of  high-tech  military  equipment.  Often  civilian  high-tech,  high-growth  industries 
grew  up  around  these  military  research  and  production  complexes.  Since  military  R&D  has  constituted 
between  30  and  50  percent  of  all  public  and  private  R&D  over  the  post  war  era,  it  is  no  accident  that  the 
geography  of  U.S.  high-tech  regions  closely  resembles  the  geography  of  military  spending. 

The  unequal  regional  distribution  of  military  expenditures  has  also  constituted  a  de  facto  regional 
policy  in  a  negative  sense.  Regions  which  relied  on  traditional  civilian  manufacturing  received  little 
government  expenditure  and  R&D  support.  Substantially  more  taxes  are  withdrawn  from  non-military 
regions  than  return  in  the  form  of  military  payrolls  or  purchases  from  the  region's  firms.  The  enormous 
post-war  public  investments  to  support  our  military  mission  effectively  drained  resources  away  from 
existing  manufacturing  centers  such  as  Chicago,  Cleveland,  Pittsburgh,  Philadelphia  and  New  York. 

Active  regional  polices  have  been  carried  out  through  the  EDA,  certain  block  grant  programs,  and 
other  social  and  infrastructural  programs.  Tliese  programs  have  steered  aid  to  underperforming  regions. 
But  these  activities  are  quite  small  when  measured  against  the  federal  budget  or  active  regional  polices 
in  Europe  or  Japan.  Moreover,  these  limited  federal  initiatives  were  cut  back  drastically  in  the  1980s.  EDA 
spent  most  of  the  decade  on  budgetary  death   row. 

The  1980s  saw  an  increase  in  regional  imbalances  even  as  direct  federal  assistance  for  regional  and 
community  development  was  scaled  back.  Some  regions,  particularly  major  military  contracting  regions, 
experienced    "hot  house"  growth.  Other  metropolitan    and  rural  regions 

in  the  industrial  heartland  and  other  areas  suffered  industrial  decline,  high  unemployment  and  poverty 
rates,  and  out-migration.  Ironically,  many  of  the  most  innovative  and  effective  regional  adjustment 
initiatives  sprang  up  m  these  distressed  regions  which  were  forced  to  go  it  alone.  A  fundamentally  new 
approach    to  local  development    began  to  emerge   as  distressed    regions  sought  new  ways  to  cope  with 
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profound  economic  challenges. 

Fmm   'Build  It  and  They  Will  Come'  to  Indigenous  Development  Strategies:  New  Approaches  to  Local 
Recovery  in  the  1980s. 

In  the  1970s  and  1980s,  local  actors  typically  tried  to  recharge  their  economies  by  making  changes 
to  the  physical  infrastructure.  Industrial  parks  and  infrastructure  improvements  were  carried  out  to  attract 
companies  to  the  area.  Projects  such  as  convention  centers,  sports  stadiums  or  retail  complexes  were 
constructed  to  bring  customers  from  outside  the  region  and  spur  local  service  jobs.  In  some  cases  these 
projects  brought  in  new  firms  or  contributed  to  downtown  revival.  However,  they  generally  failed  to 
stimulate  the  broader  changes  necessary  to  significantly  improve  the  local  economy.  Often  times  projects 
were  built  but  businesses  and  customers  failed  to  come. 

In  the  1980s,  there  was  a  growing  recognition  that  reversing  regional  decline  required  a  long-term 
strategy  to  generate  new  economic  activity  and  jobs  within  the  region.  Policy  and  initiatives  were  directed 
to  improve  the  capabilities  of  local  businesses  and  to  increase  the  birth  and  survival  rate  of  new  firms 
started  by  local  entrepreneurs.  Energy  was  directed  at  building  up  a  range  of  complementary  local 
institutions  which  would  help  achieve  these  objectives.  Worker  retraining  programs  to  upgrade  skills  and 
productivity  were  linked  to  projects  to  increase  technology  transfer  and  help  small  and  medium-size 
companies  (SMEs)  modernize.  It  was  found  that  new  finance  institutions  had  to  be  created  to  provide 
capital  to  neighborhoods  and  firms  frozen  out  of  traditional  sources  of  finance.  And  a  number  of  support 
mechanisms  were  discovered  which  helped  business  start-ups  survive  and  grow. 

This  new  indigenous  approach  involved  networks  of  local  government  officials  and  institutions, 
business  and  labor  groups,  and  community  organizations  working  together.  Although  there  is  no  single 
ideal  model  of  local  action,  most  successful  efforts  have  had  several  common  features. 

Developing  an  Effective  Organizational  Framework:  Successful  initiatives  in  regions  like  Cleveland, 
St.  Louis,  and  the  states  of  Pennsylvania  and  Michigan  suggest  that  a  regionally-based  organization  must 
assume  initial  responsibility  for  mobilizing  the  response  to  economic  restructuring.  Such  an  organization 
must  be  open  and  visible  to  ensure  community  involvement  and  provide  the  necessary  strategic  focus  to 
the  recovery  and  long-term  development  process.  Regions  that  do  not  build  a  strong  coordinating 
organization  often  see  their  efforts  crippled  by  confusion,  duplication  and  wasted  resources. 

Analyzing  the  Local  Economic  and  Social  Structures:  Successful  adjustment  efforts  usually  begin 
by  a  careful  study  or  diagnostic  of  the  region.  From  this  analysis,  the  region's  underlying  strengths  and 
weaknesses  can  be  isolated  and  its  advantages  and  potentials  can  be  specified.  In  the  case  of  Michigan, 
this  study  process  revealed  that  a  relatively  vibrant  manufacturing  base  remained  in  the  state  in  1985 
despite  the  decline  of  the  auto  sector.  This  provided  the  impetus  for  a  new  state  development  strategy 
which  was  implemented    through  the  highly  successful  Michigan  Strategic  Fund. 

Creating  a  Vision  For  the  Region:  Successful  efforts  such  as  those  being  organized  by  the 
Economic  Adjustment  and  Diversification  Committee  in  St.  Louis  have  involved  all  segments  of  the 
community  in  developing  a  strategy  for  the  future.   Broad   participation    gives  decision  makers  a  more 
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profound  understanding  of  the  specific  problems  being  encountered  by  all  the  economic  and  social  actors. 
Also,  maximizing  community  involvement  generates  creative  ideas  for  policies  and  programs  often 
overlooked  by  planners  and  policy  makers.  Finally,  to  be  successful,  adjustment  and  development  actions 
must  have  broad  support  and  embody  a  shared  and  positive  vision  of  the  region's  future. 

Shaping  a  Strategic  Plan  For  Regional  Recovery  and  Development:  Once  a  careful  study  of  a 
region's  assets  and  liabilities  is  combined  with  a  vision  about  opportunities  and  needs,  limited  resources 
can  be  integrated  and  targeted  to  achieve  maximum  results.  Strategic  planning  involves  a  well  informed 
selection  of  objectives  and  a  commitment  to  the  long-term.  Just  as  regional  economic  decline  is  a 
cumulative,  long-term  process,  reversing  decline  generally  takes  decades.  Policies  and  initiatives  must  be 
evaluated,  improved  and  in  some  cases  scrapped  as  the  process  continues.  The  key  point  is  that  specific 
programs  must  follow  from,  rather  than  proceed,  a  careful  analysis  of  the  regional  situation. 

CreatingPartnerships  to  Implement  Local  Employment  Initiatives:  Experience  in  the  1980s  suggest 
diat  it  is  crucial  to  form  partnerships  among  government,  business,  labor,  and  non-governmental  service 
providers  to  implement  specific  programs.  Leveraging  private  investment  with  public  resources  became 
a  key  goal  in  regional  initiatives.  But  partnerships  improve  program  design  and  effectiveness.  Local 
business  participation  has  been  crucial  in  retraining  programs  such  as  Focus  Hope  in  Detroit  and  Chicago 
Commons.  It  ensured  that  unemployed  workers  acquired  marketable  skills.  Successful  measures  to  provide 
finance  for  small  firms  (such  as  the  Michigan  Strategic  Fund  and  the  South  Carolina  Seed  Fund)  have 
normal  default  rates  because  banking  institutions  and  equity  holders  evaluate  and  manage  loans  while  the 
government  plays  the  role  of  passive  investor. 

Comprehensive  Implementation :  Recovery  based  on  the  development  of  Indigenous  know-how  and 
business  activity  often  requires  strong  linkages  between  policy  initiatives.  If  a  key  element  such  as  access 
to  finance  is  missing,  business  creation  mechanisms  work  poorly.  If  new  work  force  skills  are  not 
developed,  investments  in  new  technologies  fail  to  pay-off  Unless  small  companies  are  pointed  to  new 
market  opponunities  they  can  easily  fail.  TTie  best  initiatives  have  slowly  built  up  capacities  and  institutions 
and  created  efficient  linkages  between  individual  programs.  Despite  progress,  this  is  still  a  weakness  in 
many  local  and  regional  development  projects  which  focus  on  individual  programs.  The  recently  announced 
federal  Empowerment  Zone  project  is  inspiring  because  It  promotes  a  strategic,  multifaceted  attack  on 
urban  economic  decay 

Remaining  Gaps  in  the  Regional  Development  Process  -  New  Missions  for  EDA. 

Dozens  of  successful  projects  incorporating  the  elements  outlined  above  will  be  put  forward  in  these 
hearings.  Yet  looked  at  in  a  national  context,  these  successes  are  too  few  in  number  and  too  widely  spread 
across  the  nation.  New  challenges  are  now  emerging  in  regions  adversely  affected  by  military  cutbacks. 
Furthermore,  many  declining  regions  and  communities  lack  the  initial  capacities  to  organize  successful 
recovery  campaigns.  Finally,  state  and  local  resources  are  often  not  adequate  to  support  the  broad-based 
efforts  required  to  turn  declining  regions  around.  The  new  interest  in  regional  policies  at  the  federal  level, 
together  with  the  modest  increase  in  federal  regional  development  funding,  can  significantly  improve  the 
prospects  of  distressed  regions.  If  the  EDA  takes  an  Innovative  course  and  becomes  a  supportive  partner 
In  regional  Initiatives.  It  can  help  spread  successful,  effective  recovery  efforts.  I  table  five  propositions  on 
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how  EDA  might  improve  its  effectiveness  and  expand  its  mission. 

1.  Put  more  resources  into  building  up  local  capacity  and  supplementing  local  development 
partnerships  and  programs .  The  EDA's  support  for  infrastructural  projects  should  become  more  selective. 
Improving  the  transportation,  communications,  and  environmental  infrastructure  remains  an  important 
component  of  local  development.  However,  die  agency  should  take  a  more  critical  look  at  tertiary 
development  schemes,  from  sports  stadiums  to  gambling  boats.  Becoming  investment  partners  with  local 
public  and  private  institutions  in  business  incubators,  capital  access  funds,  and  manufacturing  extension 
and  other  technical  assistance  projects  will  have  greater  long  term  payoffs  than  support  for  certain  brick 
and  mortar  projects. 

2.  Support  EDA's  planning  and  technical  assistance  with  direct  support  to  local  groups.  Planning  and 
Technical  Assistance  grants  are  useful  mechanisms  to  foster  strategic  approaches  to  local  development. 
But  regions  that  lack  strong  development  institutions  fmd  it  difficult  to  access  the  system  and  obtain  a 
grant  to  get  the  process  underway.  The  EDA  should  consider  developing  a  case  officer  system.  This  would 
involve  assigning  one  individual  to  work  with  groups  in  specific  regions  on  the  application,  planning,  and 
program  development  process.  The  case  officer  should  be  the  contact  point  for  all  inquiries,  and  should 
actively  work  with  local  actors  in  preparing  proposals  and  processing  paper  work.  The  case  officer  should 
also  be  prepared   to  act  as  a  liaison  and  advocate  with  other  federal  agencies. 

3.  Develop  and  work  through  regional  development  alliances  .  The  Regional  Technology  Alliances 
of  the  federal  TRP  program  recognized  that  regions  are  an  important  designation  for  technology 
development  and  transfer.  As  noted,  geographic  regions  containing  specialized  industry  agglomerations 
and  support  institutions  may  be  different  than  cities,  counties  or  states.  Many  comprehensive  economic 
development  projects  are  based  on  economically  integrated  regions  rather  than  political  jurisdictions.  The 
TVA,  The  Steel  Valley  Authority,  and  the  St.  Louis  EADC  are  based  on  economic  versus  political 
jurisdictions.  These  designations  are  often  the  most  logical  level  to  mount  strategic  economic  development 
drives.  The  EDA  could,  through  its  funding  and  administration,  encourage  and  participate  in  regional 
development  alliances  (RDA).  These  alliances  could  be  run  by  a  broad-based  board  of  local  government 
officials,  business  and  labor  groups,  community  organizers,  and  EDA  and  other  federal  agency 
representatives.  RDAs  would  not  be  simply  a  new  bureaucratic  layer,  but  a  "soft"  coordinating  and 
enabling  institution.   Regional   Development    Alliances  could  offer  the  some  of  the  following  advantages: 

they  could  help  build  capacity  In  regions  with  poor  development    institutions. 

they  could  be  used  to  manage  the  flow  of  resources  within  a  region  between  poor  and 
rich,  urban  and  suburban  areas. 

they  could  improve  government  efficiency  by  fostering  intra-regional  cooperation  and 
avoiding  program  duplication. 

they  could  help  build  alliances   and   networks  among   local  institutions   and   firms, 
creating  economies  of  scale. 
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they  could  help  improve  technology  transfer  by  fostering  cooperation  among  local 
firms,  research  centers  and  educational    institutions. 

they  would  enable  EDA  to  view  its  projects  in  a  region  as  a  portfolio  of  development 
investments.  The  agency  would  be  more  able  to  build  up  complementarities  and  linkages 
between  projects  improving  the  efficiency  of  the  overall  effort. 

4.  Market  the  new  EDA  across  the  nation .  EDA  currently  has  a  poor  reputation  in  many  regions.  It 
is  seen  a  paragon  of  bureaucratic  complexity  and  delay.  Once  the  agency  rebuilds  its  own  capacity,  it 
should  carry  out  a  major  marketing  campaign  aimed  at  local  officials  and  development  practitioners  across 
the  country.  This  would  trigger  new  interest  and  participation  in  EDA  programs,  especially  in  regions  with 
less  developed  institutions. 

5.  In  the  area  of  military  conversion,  focus  on  commercialization  and  new  business  creation  .  The 
federal  conversion  program  emphasizes  the  development  and  deployment  of  dual-use  technologies.  In  our 
surveys  of  firms  in  defense  dependant  regions,  we  found  that  capital  access,  and  management  and 
marketing  problems  were  the  main  barriers  to  commercialization.  The  EDA  should  focus  its  efforts  on: 
participating  in  local  loan  funds  to  improve  access  to  financing  by  smaller  diversifying  defense  companies; 
partnerships  to  provide  intensive  management  and  technology  assistance  to  diversifying  firms;  and 
aggressive  programs  to  encourage  stan-ups  and  spin-offs  by  workers  from  large  defense  companies. 

It  is  an  honer  to  testify  before  the  Committee  on  this  issue.  I  believe  the  revival  of  the  Economic 
Development  Administration  is  among  the  most  important  and  exciting  policy  directions  under 
consideration    in  this  Congress. 
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Mr.  Chairman,  Members  of  the  Committee,  I  want  to  thank  you  for  inviting  me  as  the 
Executive  Director  of  the  Steel  Valley  Authority  for  testifying  today.  I  also  want  to  say  how- 
honored  I  am  to  be  able  to  join  this  impressive  panel  on  the  important  issues  that  are  before  us. 

The  S  VA  is  a  regional  development  agency  in  the  City  of  Pittsburgh  and  milltowns  in  the 
Mon  Valley  chartered  by  the  Commonwealth  of  Pennsylvania  and  founded  by  organized  labor, 
civic  leaders  and  milltown  mayors  in  1986.  With  a  small  professional  staff,  the  SVA  has 
inaugurated  innovative  and  creative  projects  to  retain  and  create  manufacturing  enterprises  and 
jobs,  in  the  process  putting  some  800  people  back  to  work  in  family-wage  jobs. 
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Do  we  need  the  EDA?  Not  if  it's  more  of  the  same.  Yes  if  those  of  us  in  the  country 
can  participate  in  the  restructuring  of  the  operation  toward  local  and  regional  partnerships  and 
relevance  for  the  agency. 

It  has  also  been  our  experience  and  its  our  opinion  that  the  few  new  federal  initiatives  that 
are  finally  underway  by  the  new  Administration,  such  as  the  ARPA  and  TRP  conversion  projects,- 
have,  for  the  most  part,  not  been  constructed  in  partnership  with  worker-oriented  local 
development  organizations  or  organized  labor.  We  believe  that  this  approach  is  short-sighted 
and  counter-productive.  We  would  hope  that  the  re-structuring  of  the  EDA  would  not  fall  into 
that  same  trap. 

Obviously  for  this  testimony,  I  cannot  go  into  much  detail  about  our  ideas  about  what  the 
federal  role  should  be;  however,  there  are  many  of  us  who  are  willing  to  work  with  Congress 
and  the  Administration  to  create  a  more  effective  EDA.  The  SVA  is  among  a  network  of 
organizations  around  the  country,  such  as  the  Federation  for  Industrial  Retention  and  Renewal, 
and  other  groups  which  sprang  up  in  response  to  economic  crisis,  which  can  provide  new 
hallmarks  of  creative  economic  resurgence. 

As  an  example  of  our  work,  I  invite  you  to  watch  the  ABC  World  News  Tonight  segment 
of  the  "American  Agenda",  which  will  focus  on  a  project  that  the  SVA  recently  worked  on  in  a 
depressed  industrial  valley  north  of  Pittsburgh-the  story  of  how  100  dislocated  steelworker  imion 
workers  and  a  coalition  of  churches  and  community  groups  re-opened  a  closed  foundr>'~putting 
themselves  back  to  work  in  jobs  they  now  own.  Sharpsville  Quality  Products,  I  think,  is  one  of 
the  best  models  for  a  new  EDA  to  get  behind  and  support—with  tangible  dollars  and  technical 
assistance. 

A'ieH'  Approaches  I  would  like  to  briefly  highlight  some  of  the  new  approaches  that 
the  SVA,  working  in  conjimction  with  the  Commonwealth  of  Pennsylvania,  have  found  to  be 
effective.   These  strategies  include,  in  summary: 

o  New  strategies  for  worker  and  community  ownership,  workforce 

participation  and  co-management  in  "Industrial  Appalachia" 

o  The  retention  and  redirection  of  quality  jobs 

o  Targeted  job  creation  for  dislocated  and  unemployed 

people  in  distressed  communities  and  industrial  valleys 

o  New  investment  vehicles  to  re-shape  the  regional  economy 

o  Manufacturing  alliances  to  build  new  products,  meeting 

emerging  social  needs  and  new  market  demands 

These  efforts  comprise  an  intense  "regional  jobs  strategy"  that  we  have  inaugurated  in  the 
region,  which  we  believe  reveals  an  important  model  for  not  only  the  new  administration  in 
Washington,  D.C.,  but  also  many  of  the  economic  renewad  organizations  in  this  country.  This 
regional  strategy  includes  a  focus  on  the  conversion  and  re-anchoring  of  critical  industries  in  the 
region,  such  as  military  downsizers  and  NAFTA  targets,  and  jobs  creation  eflforts  around 
envirorunental  and  alternative  technologies. 
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The  SVA  has  had  some  substantial  accomplishments  in  its  eight  years  of  operation: 

O  JOBS  AND  ENTERPRISE  The  SVA  has  developed  manufacturing  projects 
which  have  saved  or  created  800  jobs.  These  projects  include  the  larger  projects  like  the  City 
Pride  Bakery,  which  has  received  broad  national  publicity,  but  is  now  in  trouble,  the  current 
worker  buy-out  of  Shenango  Steel,  the  Pittsburgh  FlatroU  buyout  in  Lawrenceville,  the 
bankruptcy  salvation  of  Childe's  Equipment  just  south,  and  many,  many  others  where  jobs  were 
saved,  enterprises  strengthened  or  reborn.  The  SVA's  Early  Warning  Network  has  provided 
much  of  the  capacity  for  these  hard-fought  efforts. 

0  COMMUNITY  DEVELOPMENT  The  SVA  has  won  many  campaigns  to 
rebuild  the  millsites  and  address  the  economic  recovery  needs  of  our  member  communities, 
including  the  recent  conversion  of  a  200,000  square-foot  former  Ammunition  Plant  conversion 
to  public  ownership.  Through  our  efforts,  we  won  legislation  in  Harrisburg  creating  the  Industrial 
Communities  Site  Fund,  over  $50  million  since  1989,  with  the  lion's  share  going  to  Mon  Valley 
and  City  millsites  and  industrial  sites.  The  SVA  also  had  a  major  role  in  uinning  the  recently 
passed  "Greenfields  Initiative",  millsite  clean-up  legislation,  which  provides  grants  and  indemnity 
for  non-profit  developers  of  the  sites  to  press  on  with  redevelopment. 

Conclusion 

In  conclusion,  I  welcome  your  efforts  to  remodel  the  EDA.  We  need  to  see  a  federal 
government  and  an  EDA  that  is  revitalized.  We  need  to  see  a  development  corps  that  is  aware 
of  the  major  turmoil  in  the  economy,  helps  states  and  municipalities  to  intervene  and  stays  around 
for  the  long  haul. 

1  am  providing  a  copy  of  the  First  Year's  Final  Report  for  the  SEWN  Project.  Please  call 
on  me  for  any  further  assistance. 


End  of  Prepared  Testimony 
Beginning  of  Written  Testimony 

What  are  some  of  our  tools? 

SVA 's  SEWN  PROJECT,  the  successful  reeional  early  warnine  network  created  by  the 
SVA  in  1993-94,  which  has  already  saved  500  jobs  and  helped  engineer  the  worker  buy-out  of 
the  closed  and  bankrupt  Shenaneo  Steel  Foundry 

The  SVA  commenced  one  of  the  most  innovative  regional  rapid  response  and  earl> 
warning  programs  in  the  nation  in  1993.  The  Pennsylvania  Departments  of  Labor  and  Industries 
and  Commerce  and  local  business,  labor  and  political  leaders  kicked  off  the  Southwest  Early 
Warning  Network  (SEWN)  to  identify  and  help  troubled  businesses  in  ten  counties,  and  to 
respond  to  expansion  opportunities.   It  is  a  pilot  for  the  entire  state. 
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As  part  of  the  Network,  the  SVA  assembled  a  regional  retention  team  chaired  by  the 
Regional  Director  of  the  Governor's  Response  Team  (Commerce),  with  Dislocated  Worker  Unit 
(Labor  and  Industry),  regional  technology  and  plaiming  agencies,  city  and  county  economic 
development  groups,  industrial  unions  (USWA,  UMW),  utility  and  business  groups.  The  Team 
and  Network  provides  industrial  monitoring,  manufacturing  retention  and  business  assistance 
services,  linked  to  worker  adjustment  needs. 

SEWN  has  ah-eady  touched  the  survival  needs  of  manufacturers  and  their  workers, 
working  with  a  wide  range  of  businesses,  targeting  34  "case"  companies  with  5,000  workers  and 
$500  million  sales,  and  assisting  workers  in  several  plants.   It  is  conducted  through: 

O  Business-Labor  Outreach  With  initial  tremendous  responses  from  labor  unions 
and  officials  through  media,  our  Early  Warning  Manuals  and  workshops,  and  surveys  to  ovmers 
of  manufacturers,  and  now  though  the  assembly  of  a  database  of  2,600  manufacturing  firms  rated 
by  credit  score  by  Dun  and  Bradstreet; 

O  Systematic  Coordination  By  sharing  the  Department  of  Labor  and  Industry's 
Dislocated  Workers  Unit  WARN  notices  of  future  mass  layoffs  or  closures,  and  attempting  to 
share  the  wealth  of  information  on  business  problems  at  the  state  and  local  level; 

O  Employee  Ownership/Business  Turnaround  Clearinghouse  Providing 
feasibility,  business  planning,  financial  re-structuring,  new  product  development  and  alternative 
ownership  models  in  Western  Pennsylvania; 

O  Industrial  Valleys  Investment  Corporation,  a  new  investment  fund  being 
developed  to  fmance  worker  buyouts  and  community  investments.  Incorporated  by  the  SVA,  the 
fund,  an  SBA  Small  Business  Investment  Corporation,  will  be  financed  with  local  union,  pension 
and  religious  investments. 

SVA's  Industrial  Community  Development  Proerams.  which  have  resulted  in  new 
approaches  to  millsite  redevelopment  and  cooperative  economic  recovery  strategies  on  the  part 
of  distressed  millsites.  including  a  recent  successful  nulitarv  plant  conversion.. 

The  greater  Pittsburgh  region  suffered  the  loss  of  more  than  half  of  its  former 
manufacturing  jobs  base—  greater  than  any  industrial  loss  as  a  region  in  the  United  States. 
Pittsburgh  and  Cleveland  had  two  of  the  lowest  rates  of  total  employment  growth  and  population 
loss  in  the  nation  over  the  last  two  decades  (with  Pittsburgh  having  the  worst)  among  the 
metropolitan  areas. 

Pittsburgh-Allegheny  County  lost  over  40,000  steel  and  heavj'  industry  jobs,  for  instance, 
in  the  1980s.  The  last  recession's  impact  on  Pittsburgh  and  nearby  industrial  communities  was 
also  traumatic.  The  recession  broadened  the  impact  on  the  workforce;  daily  news  articles  have 
recorded  the  thousands  of  white  collar,  engineering,  pink  collar  and  service  sector  employees 
joining  the  ranks  of  the  unemployed. 
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Unemployment  rates  in  the  region  have  been  inordinately  high,  ranging  from  7%  to  12% 
during  the  past  several  years.  Milltowns  in  the  Mon  Valley  still  had  double-digit  unemployment 
rates  in  1990-92.  Thus,  the  SVA  has  had  to  focus  much  of  its  efforts  in  re-developing  jind 
rebuilding  abandoned  millsites  which  are  at  the  heart  of  a  community's  path  to  new  economic 
revenues  and  economic  recovery.   These  projects  include: 

O  SVA's  New  M-Base  System.  A  computerized  "mapping"  database  system,  and 
management  and  planning  tool,  MBase  is  a  geographic-based  system  that  can  read  economic 
development  databases.  This  mapping  system  can  provide  pictorial  analysis  of  economic 
development  components— manufacturers,  skilled  dislocated  workers,  industrial,  commercial  and 
residential  properties,  streets  and  infrastructure. 

O  Intermunicipal  Developmept  Network,  which  has  been  developed  as  a  "Mon 
Valley  Circuit  Rider  Project"  to  help  our  member  communities  coordinate  economic  development 
needs  and  opportunities,  and  keep  track  of  industrial  sites,  infrastructure  needs,  manufacturers  and 
skilled  dislocated  workers. 

O  A  "Green  Technology  Park  Project",  a  major  marketing  and  development 
"workshop"  in  partnership  with  our  Mayors  and  Council  leaders  to  target  the  development  of 
new  factories  employing  people  to  re-manufacture  recycled  products  and  build  emerging 
environmental,  energy  and  transportation  technologies,  in  coordination  with  Washington-based 
Intermediaries. 

O  A  New  Jobs  Corporation   subsidiary,  providing  assistance  for  new  enterprise 

development  around  environmental  technology,  military  conversion  and  alternative  energy 
consumer-demand  arenas,  which  is  being  coordinated  with  local  universities. 
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STEEL  Valley  Autiioiuty 
(SVA)  is  a  unique  development 
agency  in  the  City  of  Pittsburgh 
and  ten  milltowns  in  the  Mon  and  Turtle 
Creek  Valleys. 

SVA  was  forged  in  1986  to  revitalize  the  eco- 
nomic base  of  our  region  and  reduce  the 
fear  and  threat  of  job  loss  for  area  residents. 

Since  then,  SVA  has  initiated  dozens  of  in- 
novative projects  to  revive  neiglil)orhoods, 
put  people  back  to  work  and  provide  own- 
ership opportunities  for  workers  and  their 
communities. 
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STRUCTURED  FOR  SUCCESS 

SVA  is  a  small,  flexible  agency.  We  have  4-'A 
economic  development  and  planning  staff, 
plus  a  part-linic  allorney  and  public  rela- 
tions liaisons. 

SVA  is  housed  in  Ihe  Bishop  IJoyle  Center  in 
Homestead.  Ouf  member  communities 
include  Pitlsbiugh,  McKeesport,  Clairton, 
Duquesne,  Homestead,  Munhall,  East 
Piltsburgh,  GInssport,  Turtle  Creek, 
Swissvale  and  Kan  kin. 

The  SVA  Board  of  Directors  includes 
democratically  chosen  representatives  from 
each  member  coinmunity  and  reflects  a 
diverse  cross-section  of  the  region. 

SVA  is  funded  by  the  City  of  Piltsburgh, 
Allegheny  Coiinty,  Integra  Bank,  the  Veatch 
and  iVorman  Foundations  and  the  state 
Depai'tmenls  of  Commerce  and  Community 
Affairs.  We  also  provide  assistance  to  non- 
member  connnunities  on  a  fee-for-service 
basis.  We  are  n  tax-exempt  organisation. 


In  six  years,  SVA  has  racked  up  an 
impressive  recoi'd  of  successes. 

Spurring  Employmeiil 

?!  City  Pride    The  new  Pittsburgh  bakery  is 
the  most  successful  jobs-oriented  com- 
munity development  project  in  Penn- 
sylvania. SVA  created  the  plan,  which 
gives  former  Braun  workers,  low-income 
residents  and  city  neighborhoods  partial 
ownership. 

S!  Childs  Equipment  SVA  helped  em- 
|)loyees  at  Childs  Equipment  Company 
save  their  plant  when  il  declared  bank- 
ruptcy. SVA  organized  the  workers  and 
petitioned  the  bankruptcy  court,  saving 
the  facility  and  40  jobs. 

IS  Pittsburgh  [<~lalroll    SVA  provided  a 
pre-feasibility  study  for  the  Steelworker 
employees  and  managers  of  the  Cyiemp 
Specially  Steel  plant  in  Lawrenceville, 
avoiding  a  closure  and  saving  50  jobs. 


PROGRAMS  THAT  WORK 

SVA  has  pioneered  programs  to  meet 
the  special  needs  of  our  communities: 

!B  Early  Warning  Network,  an  eco- 
nomic stabilization  program  to 
provide  retention/expansion 
assistance  lo  workplaces  at  risk. 

H  Skilled  V\'orker  Databank,  a 

database  of  talented  manufacturing 
workers  for  targeted  recruitment  by 
local  employers. 
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A  RECORD  OF  PRIDE 


n  Steel  Valley  Printers    Willi  technical 
assistance  from  SVA,  a  dislocated  steel- 
worker  started  a  new  business.  With  a 
county  training  program  and  loan,  he 
founded  Steel  Valley  Printers  in  Home- 
stead and  now  employs  seven  area 
residents. 

IS  Wilhelm  and  Kruse    SVA  provided  loan 
packaging  assistance  for  the  Wilhelm  and 
Kruse  Company  in  Rankin.  With  the  in- 
stallation of  modern  equipment  in  the 
specially  metals  plant,  seven  new  jobs 
were  created. 

Rebuilding  \VorkpIaces 

SH  Hays  Armory    SVA  is  leading  a  public- 
community  partnership  to  convert  a 
closed  iiumiUons  plant  into  a  movie 
production  .^ound  stage.  This  would  bring 
hundreds  of  local  construction  and 
production  jobs  to  the  area. 

H  Industrial  Communities  Fund    SVA  has 
helped  win  5-tO  million  in  state  funds  for 
millsites  and  industrial  redevelopment 
projects.  The  Mon  Valley  and  the  City  of 
Pittsburgh  have  reaped  the  greatest 
benefit. 

H  Employee  0\vnership  Fund    SVA  saved 
the  slate  ESOP  Fund.  Since  1989,  it  has 
provided  more  than  $1  million  to  support 
business  planning  for  ESOP  buyouts  and 
slart-ups.  The  result?  More  jobs  for  our 
communities. 


H  Tax  Increment  Financing    SVA  helped 
win  the  state  Tax  Increment  Program, 
which  provides  distressed  municipalities 
with  tools  to  redevelop  blighted  areas. 

Reviving  Communilies 

SS  The  Mon  Valley  Circuit  Rider  Project 

One  of  several  SVA  economic  recovery 
programs  to  assist  milltowns  at  risk.  It 
helps  municipalities  understand  their 
fiscal  problems  and  develop  cooperative 
strategies  for  economic  renewal. 

H  River  Cities  Coalition    SVA  built  a 
coalition  of  distressed  communilies, 
providing  a  unified  voice  in  flnrrisburg 
and  D.C.  for  City  and  Slecl  Valley  citizens 
and  community  development  groups. 
Togcthei-,  we  have  cronled  a  vital  force 
for  economic  recoverx  hi  our  region. 

To  find  out  more  aboul  how  \^e  can 
work  together  for  a  healthy  regional 
economy,  call  SVA  al  412/462-8408. 


RESOURCES  THAT  COUNT 

SVA  provides  access  to  these  technical 
and  financial  resources: 

■  Business  development  services 

■  Feasibility  and  business  planning 

■  Low-interest  building,  technology 
and  machinery  loans. 

■  Millsite  redevelopment/planning 

■  Industrial  site  marketing 

■  ESOP  planning  and  development 

■  Investors  and  entrepreneurs 

■  Training  grants 
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A  DYNAMIC  APPROACH 

SVA  provides  llic  tools  lo  create  jobs 
and  economic  opporlunily  through: 

Hi  Democratic  participation  in  making 
decisions  about  economic  change. 

H  Regional  recovery  strategies  for 
distressed  areas  and  municipalities. 

H  Rapid  response  lo  save  and  create  man- 
ufacturing jobs  and  rebuild  millsites. 

H  New  ownership  and  participation 

strategics  in  tiie  workplace  for  workers 
and  community-based  groups. 

SVA  is  a  leader  in  employee  ovvnership 
(ESOPs)  and  oilier  creative  investment 
strategics. 

We  assist  workplaces,  workers,  unions, 
community  groups,  managers  and 
enlrepreneui'.s,  and  distressed 
municipalilies  in  our  region. 


POWER  TO  ACT 

SVA  is  a  grass-roots  authority  with  unique 
"public  powers"  lo  help  citizens  control 
their  own  future: 

!!  Legal  powers  lo  prevent  the  arbitrary 
destruction  of  essential  manufacturing 
workplaces. 

Hi  Financing  po\vers  to  issue  industrial 
revenue  bonds. 

H  Industrial  0^vne^ship  powers  to 

purchase,  broker  and  operate  plants  and 
properly,  and  to  foster  local  control. 
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Opening  Statement  of  the  Honorable  Paul  E.  Kanjorski 
Chairman,  Subcommittee  on  Economic  Growth  and  Credit  Formation 

March  17, 1994 

Hearing  on  the  Reauthorization  of  the  Economic  Development 
Administration  and  the  Appalachian  Regional  Commission 

This  morning  the  Subcommittee  meets  to  receive  testimony  on  the 
reauthorization  of  the  Economic  Development  Administration  (EDA)  and  the 
Appalachian  Regional  Commission  (ARC). 

In  contrast  to  the  Reagan  and  Bush  Administrations,  the  Clinton 
Administration  recognizes  the  major  role  the  EDA  must  play  in  fostering  economic 
growth  in  hard-hit  areas.  The  EDA  now  has  a  renewed  sense  of  mission  and  is 
making  major  strides  in  retooling  its  operations.  We  have  a  unique  opportunity  in 
drafting  reauthorization  legislation  to  help  the  rebirth  of  this  agency. 

In  recent  years  the  EDA  has  been  called  upon  to  respond  to  a  growing 
demand  for  assistance  fi"om  an  increasing  nimiber  of  regions  and  communities 
aroimd  the  country  experiencing  economic  difficulty.  The  EDA  has  been  playing 
a  major  role  in  disaster  relief  efforts  after  hurricanes,  floods  and  earthquakes,  in 
defense  conversion  and  adjustment,  and  in  numerous  economic  recovery  efforts  of 
both  rural  and  urban  communities. 

The  EDA  therefore  is  confi-onted  with  a  very  substantial  challenge:  how 
should  it  retool  and  reorganize  itself  to  meet  these  very  large  demands?  The  three 
roundtable  hearings  the  Subcommittee  is  holding  are  structured  to  allow  as  wide  a 
range  of  ideas  and  experiences  as  possible  about  what  kinds  of  changes  are  needed 
to  bring  the  EDA  into  the  21st  century. 

In  the  first  hearing  we  asked,  what  new  approaches  to  economic 
development  should  be  incorporated  into  the  EDA's  programs?    Traditionally,  the 
EDA's  approach  to  economic  development  centered  around  funding  public  works 
and  infrastructure  projects.  At  our  hearing  on  Tuesday  there  seemed  to  be  a 
consensus  that  other  kinds  of  economic  development  activity  such  as  financing  for 
technology-based  business  development,  industrial  services,  and  industrial 
retention  strategies  must  also  be  examined.  Discussions  with  EDA's  new 
leadership  also  indicate  a  great  deal  of  receptivity  to  such  new  approaches  within 
the  agency. 

At  this  morning's  hearing  we  will  explore  what  we  can  learn  from  state  and 
local  initiatives  that  have  achieved  some  measure  of  success  and  represent  "best 
practices"  in  economic  development.   I  want  to  welcome  our  panelists  and  I  look 
forward  to  \'Our  testimony. 
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Testimony  of  Walter  H.  Plosila,  PhJ). 

President,  Suburban  Maryland/Montgomery  County  Technology  Council 

Before  Subcommittee  on  Economic  Growth  and 

Credit  Formation 

U.S.  House  of  Representatives  Committee  on  Banking,  Finance  and  Urban  Affairs 

March  17, 1994 
Panel:  Learning  from  State  and  Local  Initiatives 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  appreciate  the  opportunity  to  appear  before  you  to  discuss  the  subject  of 
"Learning  from  State  and  Local  Initiatives,"  as  you  consider  reauthorization  of  the 
Commerce  Department's  Economic  Development  Administration  for  FY  1995. 

I  have  had  extensive  background  in  State  and  local  government;  having  served  as 
Director  of  the  Governor's  OfiBce  of  Policy  and  Planning  and  Deputy  Secretary  for 
Technology  and  Policy  in  the  Commonwealth  of  Pennsylvania,  Associate  State  Planning 
Director  for  the  State  of  Kansas;  and,  in  the  past  several  years,  served  as  an  advisor  to  34 
States  in  the  development,  implementation  or  evaluation  of  their  economic  development 
strategies  with  a  particular  emphasis  on  technology  and  entrepreneurship. 

I  will  try  to  sununarize  the  lessons  learned  from  more  than  a  decade  of  experience 
with  States  serving,  in  David  Osborne's  terminology,  as  "laboratories  of  democracy." 
While  the  national  government  spent  most  of  the  1980's  debating  the  ideological 
components  of  national  industrial  policy.  States  and  localities  undertook  a  range  of 
pragmatic  efforts,  generally  in  close  coordination  with  industry,  to  revitalize  their 
economies,  build  indigenous  entrepreneurial  cuhures,  and  otherwise  take  better  advantage 
of  their  resources  such  as  higher  education  institutions,  federal  laboratories,  older 
buildings,  etc. 

State  economic  development  practice  during  the  1980's  moved  from  a  fascination 
with  "smokestack  chasing"  to  focusing  on  the  start-up  of  new  firms  and  expansion  of 
existing  firms.  Higher  education  institutions  began  to  look  at  what  they  could  do  to 
contribute  to  local  economic  development.  Some  states  placed  moratoriums  on  building 
new  industrial  parks  and  attempted  to  better  utilize  existing  infrastructure  to  stimulate 
small,  young,  growing  innovative  firms.  Terms  such  as  incubators,  science  and  technology 
parks,  entrepreneurship  centers,  innovation  centers,  and  networks  came  into  fiashion. 

During  the  1990's  we  again  see  a  resurgence  of  interest  in  "smokestack  chasing" 
whether  it  be  for  foreign  auto  plants  or  other  manufacturing  anchors.  While  a  selective 
focus  on  outside  investment  —  focused  on  import  substitution  and  better  supplying 
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existing  firms  makes  sense  -  there  has  been  a  tendency  in  recent  years  to  offer  rather  large 
amounts  of  public  funds  and  incentives  for  plants  that  may  substitute  foreign-owned  for 
American-owned  and  produced  products. 

EDA  has  generally  been  responsive  to  staying  out  of  these  bidding  wars  and  should 
continue  to  do  so.  But  EDA  can  also  play  an  important  strategic  and  consultative  role 
with  States  and  localities  in  encouraging  the  preparation  of  strategic  plans  as  dynamic 
documents,  sharing  best  practices;  and  providing  "hands-on"  technical  assistance  to 
encourage  self-help  by  communities  and  states  in  establishing  their  "grass-roots"  up 
policies  for  economic  revitalization  and  growth.  If  we  have  learned  anything  from  the 
past  twenty-five  years,  it  is  that  EDA  and  the  Federal  government  itself  is  most 
effective  as  a  catalyst;  avoiding  mandates;  being  flexible;  and  being  responsive  to 
local  needs  and  priorities.  EDA  can  also  encourage,  promote,  and  otherwise  assist, 
in  collaboration  with  State  and  local  governments,  and  other  Federal  agencies  to 
addressing  some  serious  problems  facing  the  small  and  medium  enterprises  in  this 
country. 

The  particular  "niches"  or  "vacuum"  areas  that  EDA  might  help  address  include: 

1.  Capital  Availability    Almost  every  part  of  the  country  is  facing  a  shortage  of  seed 
capital,  e.g.,  $SOO,000  or  less  to  help  a  firm  develop  a  prototype.  This  problem  faces  us  in 
Suburban  Maryland,  but  it  also  faces  such  entrepreneurial  hotbeds  as  Utah,  Connecticut, 
and  Texas.  The  national  venture  capital  industry,  as  increased  amounts  of  institutional 
pension  fund  monies  have  been  made  available  to  it,  has  moved  away  from  the  seed  stage 
of  investment.  In  1986  around  6%  of  national  venture  funds  were  invested  at  the  seed 
stage;  last  year  it  was  down  to  less  than  2%.  Because  much  of  the  innovation  in  this 
country,  according  to  NSF's  own  studies,  comefrom  these  firms,  it  is  critical  to  our 
international  competitiveness  that  we  find  ways  to  spur  private  investment  in  the  seed 
stage  of  enterprises.  EDA  should  experiment  with  helping  capitalize  seed  venture 
pools  in  various  regions  and  States  of  the  country.  The  objective  is  a  one  time  public 
investment  to  spur  greater  private  sector  investment.  The  experience  of  the  NEPA 
Fund  in  Bethlehem,  Pennsylvania,  originally  started  with  some  State  Ben  Franklin  funding, 
but  in  its  second  funding  able  to  secure  private  financing,  is  illustrative  of  what  EDA  can 
encourage  around  the  U.S. 

The  Science  and  Technology  Committees  in  the  House  and  Senate  are  currently 
considering  legislation  that  would  permit  the  Federal  government  to  stimulate  more  equity 
financing  by  the  private  sector.  EDA's  efforts  should  complement  this  legislation,  should 
it  be  adopted,  perhaps  by  providing  matching  block  grants  to  States  to  form  seed  venture 
fiinds.  It  is  difficult  if  not  impossible,  in  my  opinion,  for  the  Federal  government  to 
directly  operate  any  type  of  equity  program    There  are  too  many  checks  and  balances  in 
the  Federal  system  to  provide  the  flexibility  and  adaptability  this  kind  of  program  requires. 
It  requires  being  close  to  small  firms  and  an  attitude  by  the  admirustrators  of  such  a 
program  of  customer-responsiveness. 
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2.  Marketing  Assessment.  The  1980's  and  1990's  have  taught  us  that  higher  education 
institutions  do  an  excellent  job  of  educating  our  future  workforce  and  undertaking  the  best 
basic  research  in  the  world.  It  has  also  taught  us  that  such  institutions  are  not  much 
interested  in  or  are  capabile  of  directly  commercializing  their  research.  This  problem  is 
not  unique  to  universities;  large  firms  are  facing  similar  problems  with  their  in-house  R  & 
D  operations;  and  Federal  labs  are  in  similar  circumstances.  What  is  missing  fi"om  these 
centers  are  the  personnel  and  associated  skills  of  individuals  that  understand  creating  and 
selling  a  product.  We  need  a  cadre  of  individuals  in  non-profit  intermediary 
organizations  that  assist  groups  of  research  centers  to  assess  the  marketability; 
identify  the  partners;  and  provide  the  necessary  pre^seed  financial  assistance  for  the 
basic  research  to  be  reduced  to  practice.  The  Ben  Franklin  Partnership  Challenge  Grant 
Program  does  this  and  a  number  of  States  have  established  similar  programs.  But  there 
exists  few  concrete  examples  of  where  centers  and  regions  have  formed  an  intermediary 
organization  around  this  fiinction.  It  is  an  ideal  function  to  be  funded  for  linking 
university/Federal  lab  work  to  defense  contractors,  but  a  proposal  we  submitted  to  TRP  to 
do  this  was  never  considered.  The  Maryland  Health  Products  Alliance  that  is  being 
formed  in  Maryland  is  another  example  and  it  has  received  some  TRP  funding. 

3.  Funding  the  Planning  for  and  Initial  Operation  of  Consortia.  Increasingly  firms 
are  realizing  that  collaboration  is  a  key  to  their  survival  and  competitiveness,  whether  they 
be  big  or  small    Increased  interest  is  being  shown  in  consortia,  but  no  Federal  agency 
provides  planning  grants  to  help  form  these  organizations  (There  are  two  laws  on  the 
books  that  pemut  this  —  ATP  and  Regional  Technology  Alliances  at  ARPA,  but  neither 
are  implementing  the  laws  to  encourage  this) .  While  we  do  not  have  consortia  being 
formed  in  geographical  clusters  around  the  U.S.,  this  is  not  the  case  abroad  whether  it  be 
the  Research  Institutes  in  Japan,  the  Service  Centers  in  Italy,  or  the  foundations  in 
Scandinavia.  EDA  could  provide  planning  grants  to  form  consortia  that  include 
small  and  medium  sized  firms  (not  just  the  large  firm  consortia  the  Federal 
government  has  primarily  funded  to  date)  and  could  provide  up  to  three  years  of 
partial  "infrastructure"  financing  to  have  a  core  center  and  facility  established. 

The  focus  of  defense  conversion  appears  to  be  on  two  targets:  (1)  manufacturing 
modernization;  and  (2)  commercializing  research.  The  Administration's  manufacturing 
modernization  eflforts  have  built  on  State  and  local  economic  development  efforts  of  the 
past  10  years  and  NIST  has  generally  not  duplicated  past  efforts;  rather  it  has  invested 
additional  resources  to  expand  outreach  and  support.  In  the  case  of  commercialization  of 
research,  however,  the  Administration  has  generally  adopted  the  peer  review  science 
model  used  in  basic  research  to  dual  use  technology.  The  primary  criterion  in  project 
selection  is  technical  merit.  Issues  such  as  commercial  potential  and  responsiveness  to  the 
market  needs  of  clusters  of  firms  in  a  given  geographical  area  are  not  given  equal 
consideration.  Given  the  existing  inclination  of  other  Federal  agencies,  EDA  may  want 
to  consider  serving  as  the  Federal  agency  helping  to  form  regional  clusters  of  firms; 
clusters  that  give  consideration  to  small  and  medium  firms;  and  are  focused  not 
simply  on  technology  but  on  the  market  needs  of  members  of  these  clusters,  whether 
they  be  defense  or  not. 
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4.  Forming  ofNon-Profit  Intermediary  Organizations.  The  1990's  and  beyond  are 
likely  to  see  the  evolution  in  the  development  of  regional  and  local  economic 
development  organizations.  Instead  of  recruitment  and  attraction,  economic  development 
practitioners  will  need  to  give  increased  attention  to  such  issues  as  workforce  quality; 
consultancy  services  in  technology  utilization;  entrepreneurial  business  assistance;  higher 
education  access  and  availability;  etc.  These  are  generally  not  the  day-to-day  "bread  and 
butter"  issues  that  local  economic  development  practitioners  undertake  today   But  if  we 
look  at  demographics;  skill  levels;  the  deconcentration  of  the  large  corporations;  and 
related  trends;  it  is  clear  that  our  communities  will  need  to  retrain  their  economic 
development  staff  and  elected  officials  as  well.  Reinventing  government  will  also  apply  to 
State  and  local  economic  development.  EDA  can  not  only  assist  through  their  technical 
assistance  and  planning  programs  to  expedite  this  process,  but  can  experiment  with  new 
types  of  economic  development  organizations  with  the  requisite  staff  skills  and  knowledge 
to  handle  the  issues  I  mentioned  above. 

In  conclusion,  these  are  exciting  times  for  EDA  to  think  boldly,  creatively  and  broadly. 
The  suggestions  I  have  made  will  hopefiiUy  assist  you  as  you  go  about  the  important  work 
of  reauthorizing  EDA.  I  would  be  pleased  to  answer  any  questions  you  may  have. 
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Remarks  before  the  Subcommittee  on  Growth, 
House  Banking  Committee* 


by 

Amy  K.  Glasmeier 

Associate  Professor  of  Geography  and  Regional  Planning 

Department  of  Geography  and  the 

Institute  of  Policy  Research  and  Evaluation 

The  Pennsylvania  State  University 


Thank  you  for  the  opportunity  to  comment  today  on  issues  associated  with  the  re- 
authorization of  the  Economic  Development  Administration  (EDA).   My  research  focuses  on 
problems  that  are  near  and  dear  to  the  EDA's  heart— attempting  to  find  ways  to  alleviate 
poverty  and  improve  the  competitiveness  of  communities  in  the  U.S.  that  have  serious 
problems  with  economic  decline  or  stagnation. 

I  am  currently  working  on  a  project  in  which  we  are  attempting  to  evaluate  the 
evolving  nature  of  economic  development  programs  designed  to  improve  the  competitiveness 
of  American  businesses.   It  is  on  the  basis  of  both  this  research  and  other  completed  work 
that  I  present  testimony.   I  would  like  to  offer  comments  in  three  areas:   the  need  to  reduce 
inter-community,  state,  and  regional  competition  for  industrial  investments  (this  can  only  be 
accomplished  by  the  federal  government);  the  need  to  retrain  economic  development 
professionals  away  firom  an  emphasis  on  real  estate  and  industrial  attraction,  toward  an 
emphasis  on  retention  and  collsdraration  with  local  employers  to  improve  competitiveness; 
and  the  need  to  carefully  think  through  the  implementation  of  efforts  toward  improving  the 
competitiveness  of  America  industry.   The  latter  is  likely  to  be  the  area  into  which 
discretionary  funds  will  filter  in  economic  development.  There  is  a  potential  for  three  types 
of  bias:   spatial,  technical,  and  organizational.  These  biases  will  seriously  disadvantage 
communities  and  limit  the  positive  benefits  arising  from  the  program. 

Current  Practice 

Local  economic  development  is  a  major  industry  in  the  U.S.  Chambers  of  commerce, 
utility  companies,  and  state,  county,  and  municipal  programs  number  in  the  thousands.   The 
field  of  economic  development  includes  many  activities.    However,  most  funds  are  spent  for 
industrial  recruitment;  and  industrial  retention  is  very  secondary.   Success  stories  such  as 
BMW  and  Mercedes  attract  media  attention,  but  two  concerns  are  increasing  across  the 
nation:  (1)  the  magnitude  of  incentives  offered  by  most  communities  will  make  little 


*These  remarks  are  based  in  part  on  a  recent  keynote  address  by  Dr.  Glasmeier  at  the 
Annual  Conference  of  the  Economic  Development  Administration,  Philadelphia  Office, 
Philadelphia,  PA,  January  24,  1994. 
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difference  in  the  overall  pattern  of  industrial  location,  and  (2)  the  magnitude  of  the  cut-throat 
competition  among  localities,  many  of  them  neighbors,  to  subsidize  the  location  of  new  or 
expanded  businesses  (or  to  avoid  the  loss  of  a  plant)  may  now  have  reached  excessive 
proportioils. 

The  rural  U.S.  and  areas  disadvantaged  by  industrial  restructuring  or  low  human 
potential  have  a  long  history  of  pursuing  economic  development  opportunities  through  the 
attraction  of  outside  investment.  For  some  communities  this  has  been  a  viable  strategy;  for 
the  vast  majority,  attracting  a  branch  plant  remains  a  dream.   The  original  rationale  behind 
communities'  provisions  of  incentives  was  to  overcome  the  disadvantages  of  being  isolated  or 
having  an  antiquated  industrial  base.   Today,  what  stands  in  the  way  of  economic 
development?  Is  it  the  cost  of  doing  business,  or  are  firms  more  concerned  about  basic 
factors  such  as  local  levels  of  education,  infrastructure,  transportation,  and  market  access, 
and  the  local  quality  of  life?  How  well  do  disadvantaged  communities  compete  in  the  context 
of  these  very  important  supply  factors? 

A  local  community  that  does  not  have  decent  education,  police  services, 
telecommunications  networks,  etc.,  is  at  an  enormous  disadvantage  relative  to  the  rest  of  the 
country.   But  for  a  variety  of  reasons,  the  debate  about  local  capacity  has  become  a  smoke- 
screen for  more  important  issues  associated  with  subsiding  corporate  investment,  both 
domestic  and  foreign.   Evidence  suggests  that  firms  knowingly  play  one  community  against 
another  and  that  the  decision  to  invest  is  ultimately  made  irrespective  of  communities' 
actions.   In  most  cases,  firms  only  make  adjustments  at  the  margin  in  their  location 
decisions.   Therefore,  whatever  state  and  local  governments  give  to  investors  to  lure  them 
into  their  territories  is  from  the  federal  viewpoint  a  wholesale  give-away.   Since  the  U.S. 
receives  the  investment  regardless  of  local  and  state  incentives  and  the  competitive  process 
among  areas,  these  subsidies  function  as  gifts  to  corporations.   Such  subsidies  actually 
penalize  firms  that  do  not  play  one  community  against  another  to  receive  short-term 
relocation  benefits. 

The  economic  development  profession  needs  good  models  of  industrial  retention  and 
promotion  programs  to  manage  the  process  of  economic  change.   Two  major  obstacles  block 
the  development  of  successful,  viable  retention  programs.   The  first  is  political  officials  who, 
focused  on  the  next  election,  seek  to  demonstrate  that  they  have  brought  in  new  jobs.   In 
most  states  and  localities  job  creation  is  held  out  as  a  tangible  example  of  a  politician's 
worth.   Analysis  of  expenditures  indicates  the  vast  majority  of  dollars  is  spent  on 
recruitment.   Second,  economic  development  policies  tend  to  be  geared  toward  the  needs  of 
firms  at  start-up  time.   In  many  cases  regulations  prohibit  the  use  of  federal  and  state 
resources  for  retention  efforts.   Retention  program  benefits  are  simply  harder  to  sell  because 
they  do  not  necessarily  generate  visible  changes  in  the  local  economy  in  the  form  of  new  jobs 
or  new  capital  investment.   They  may  be  harder  to  sell,  but  in  the  long  run  they  are  critical 
to  the  sustainability  of  local  economies. 
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As  with  every  policy  proposal  to  aid  local  development  efforts,  retention  efforts  are 
fraught  with  uncertainty.   The  biggest  hazard  is  that  communities  embarking  on  a  retention 
scheme  lack  the  ability  to  discern  between  firms  with  long-term  job  retention  potential  and 
those  that  simply  wish  to  use  public  resources  to  assist  in  downsizing,  with  no  commitment 
to  productivity-increasing  investments. 

The  exaggerated  "bidding"  process  exemplifies  pursuit  of  the  "low  road."  The 
federal  government  facilitates  bidding  wars  by  allowing  states  to  use  federal  resources  to 
offset  training  and  infrastructure  costs  at  the  time  of  location.   This,  combined  with  states' 
ability  to  use  their  taxing  authority  to  wave  business  taxes,  results  in  "beggar  thy  neighbor" 
competitions  that  reduce  the  resources  available  for  rewarding  existing  firms  for  pursuing  the 
"high  road"  through  investments  in  worker  training  and  the  establishment  of  high 
performance  work  settings.   The  bidding  wars  occur  for  public  projects  as  well.   The  federal 
government  has  a  longstanding  policy  of  awarding  federal  installations  to  states  that  are  the 
highest  bidders.   The  Super  Conducting  Super  Collider  (SSC)  was  a  good  example.   In 
rethinking  the  EDA,  serious  attention  should  be  given  to  having  the  federal  government  and 
the  Department  of  Commerce  lead  a  discussion  with  the  states  about  the  disciplined  attraction 
of  investments  and  distribution  of  federal  monies  based  on  compliance  with  negotiated 
agreements  among  states. 

Industrial  Modernization:  How  to  get  the  most  from  this  new  opportunity 

For  the  EDA's  traditional  constituency— rural  areas  and  disadvantaged  communities— 
the  problems  of  modernization  and  retention  are  even  more  life-threatening  than  for  the 
nation's  cities  and  suburbs.   The  majority  of  the  industry  in  these  locations  is  housed  in 
factories  and  offices  owned  by  organizations  located  far  outside  the  immediate  vicinity. 
These  facilities  primarily  produce  mature  products  that  are  often  as  easily  imported  as 
produced  domestically.  The  dilemma  resides  in  determining  methods  for  managing  the 
impacts  of  global  change  and  assisting  with  efforts  to  modernize  aging  factories. 

The  modernization  of  U.S.  industry  is  a  priority  of  the  Clinton  Administration.   The 
National  Competitiveness  Act  provides  for  federal-state  partnerships  to  assist  firms  with 
modernization.   As  currently  written,  implementation  of  the  new  law  will  include  targeting 
small  and  medium-sized  manufacturing  firms  and  focusing  on  geographic  areas  that  contain 
large  concentrations  of  the  nation's  manufacturing  employment.   Unfortunately,  neither  of 
these  conditions  includes  the  majority  of  rural  areas  or  regions  in  which  America's  aging 
industrial  capital  resides.   The  prospect  of  using  targeting  to  allocate  resources  highlights  the 
tension  between  what  economists  call  "allocative  efficiency"  and  the  concern  for  areas  that 
contain  industries  which  lack  modem  capacity.   In  an  era  of  huge  budget  deficits,  new 
federal  initiatives  are  being  tested  against  notions  of  efficiency  regardless  of  their  potential 
for  spatial,  organizational,  or  technical  bias. 

To  the  extent  that  the  EDA's  traditional  geographic  constituencies  host  jobs  in  large 
manufacturing  plants  headquartered  outside  the  immediate  community,  a  national 
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modernization  program  must  ensure  that  resources  will  be  available  to  encourage  the 
modernization  of  existing  branch  plants.    Disadvantaged  areas  need  retention  and  promotion 
programs. 

Modernizing  will  require  new  skiUs  in  the  public  sector 

How  might  an  effective  branch  plant  retention  and  modernization  program  work?  In 
a  retention  program  designed  to  assist  large  firms,  problems  must  be  addressed  at  several 
levels  and  across  several  different  time  horizons.   Communities  must  be  able  to  respond  to 
immediate  problems  such  as  the  threat  of  corporate  "down-sizing."   Local  officials  must  be 
able  to  answer  quickly  at  least  two  tough  questions: 

•  Are  they  just  cutting  costs  or  do  they  have  a  strategic  interest  in  the  local  facility? 

•  Are  they  facing  an  unexpected  downturn  in  their  markets  or  is  the  parent  firm 
planning  to  disinvest  in  the  facility? 

To  ensure  an  appropriate  expenditure  of  public  resources,  the  public  sector  must  have 
access  to  this  information  to  be  able  to  distinguish  between  two  situations: 

•  the  corporation  intends  to  move  toward  a  high  performance  workplace  but  lacks 
the  know-how  and  financial  resources  to  implement  the  reorganization  successfully. 

•  the  plant  is  simply  the  proving  ground  for  the  introduction  of  new  technology  in 
the  company's  plants  in  other  countries. 

Most  local  economic  development  professionals  lack  the  training  to  determine  a 
corporation's  needs  and  strategies,  and  to  evaluate  such  complex  alternatives.   The  ability  to 
discern  between  these  very  complex  and  often  obscure  purposes  ensures  the  involvement  of 
local  managers  and  workers  in  decision-making  regarding  the  downsizing  and  restructuring  of 
operations.   Once  a  facility  is  determined  to  be  viable  the  local  plant  manager  must  be 
engaged  to  assess  the  corporation's  intentions  in  making  this  decision.    Often  a  local  manager 
does  not  know  the  parent  corporation's  mind;  thus,  an  external  assessment  of  the  parent's 
long-term  plans  is  needed. 

Modernizing  and  retaining  employers  will  be  costly 

Retention  and  modernization  of  existing  plants  are  likely  to  be  costly  endeavors  on  the 
scale  of  industrial  attraction  efforts.   Financial  assistance  is  not  readily  available  for 
improving  the  competitiveness  of  existing  facilities.  The  resources  needed  for  such 
endeavors  include: 

•  low-cost  financing  for  new  machinery  and  equipment  and  rehabilitative  construction; 

•  resources  for  training; 

•  low-cost  electricity; 

•  property  tax  exemptions  and  tax  credits; 
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•  technical  assistance; 

•  improved  transportation  access;  and 

•  plant  redesign. 

Negotiating  such  agreements  and  identifying  such  large-scale  resources  require 
sophisticated  intermediaries  or  brokers  who  can  work  with  a  wide  range  of  community 
members.   A  number  of  examples  of  successful  programs  have  been  discussed  recently; 
overall,  the  belief  is  that  local  and/or  state  government  can  and  does  currently  act  as  such  a 
broker,  bringing  together  labor  representatives,  local  levels  of  governments,  and  essentially 
anyone  with  something  to  bring  to  the  table.   This  type  of  collaboration  is  not  standard 
operating  procedure.   However,  local  development  authorities  are  concluding  increasingly 
that  the  scale  of  resources  and  technical  knowledge  to  retain  major  employers  requires  this 
type  of  complex  organization. 

Programs  to  encourage  companies  to  modernize  on  their  own 

A  second  policy  area  focuses  on  the  development  of  programs  that  encourage  firms  to 
modernize  on  their  own  before  problems  occur.   This  type  of  program  requires  resources  to 
perform  audits  and  other  baseline  assessments  to  determine  the  best  methods  for  converting 
facilities  into  high  performance  work  places.   To  ensure  the  success  of  such  efforts,  a  firm's 
competitiveness  should  be  assessed— its  strategy,  the  interrelationship  among  its  departments, 
the  management  of  scheduling,  and  pursuit  of  work  place  training.   This  type  of  technical 
assistance  is  only  sporadically  availsile  at  either  the  state  or  local  levels. 

Successful  programs  require  an  institutional  framework  that  transcends  existing 
practice.   Labor  markets  rarely  follow  political  boundaries.   There  is  a  strong  need  for  the 
development  of  consortia  of  service  providers  that  can  provide  training  and  modernization 
services  for  industry  clusters.   Regional  governments  and/or  regional  institutions  may  be 
brokers  for  services,  especially  in  the  case  of  rural  and  disadvantaged  areas,  because  the 
level  of  information  needed  to  carry  out  such  efforts  is  substantial  and  likely  to  be  beyond 
local  capacity.   A  key  element  in  any  program  is  the  availability  of  strategic  information  that 
facilitates  an  independent  assessment  of  the  problems  facing  an  industry  and  its  firms. 

America's  economic  development  practitioners  and  local  communities  need  to  develop 
the  institutional  cqacity  to  form  better  partnerships  with  companies  and  to  realign  public 
services  for  greater  flexibility  to  match  the  new  flexibility  of  firms.   At  present,  for  example, 
resources  for  training  and  other  business  assistance  services  are  not  organized  spatially  to 
meet  the  need  of  large  local  employers.   Service  delivery  areas  are  often  defined  on  the  basis 
of  county  boundaries  when  a  labor  market's  reach  may  include  several  counties  or  whole 
subregions  in  a  sute.   While  every  county  may  wish  to  operate  a  job  service  office  or  an 
industrial  development  authority,  population  scarcity  dictates  the  delivery  of  services  at  the 
regional  level. 
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RaauthorlBatton  of  ch«  Zconoale  I>«v«LopiMnt  Adinlnistratlon 

Rap.  Kanjorski  and  mambara  of  the  House  Subconmlccfte  on  Economic  Growth  and 
Gradlt  Formation,  thank  you  for  invlclng  ma  to  tasClfy  on  the  reauthorization 
of  the  Economic  Development  Administration.  My  name  la  Ron  Fhllllpa ,  and  I  am 
prinolpal  founder,  President  and  Chief  Executive  Officer  of  Coaatal  Bn- 
'terprisea,  inc.  (CEI),  a  nonprofit  coomunity  development  corporation  located 
In  Uiacaaaet,  a  snail  meal  village  In  mldooascal  Maine, 

I  am  speaking  to  you  today  on  behalf  of  CEI  and  the  many  small  busineseaa  and 
rural  communitiea  we  work  with  to  encourage  your  sincere  consideration  of  ways 
to  improve  and  expand  EDA  programa  aimed  at  economic  development  and  Job  crea- 
tion. My  conaaents  also  reflect  Che  interests  of  menbera  of  the  National 
Congress  for  Community  Economic  Development  (NCCEO) ,  our  25-year-old  trade  aa- 
sociatlon  with  a  membership  of  400,  v^lch  grew  out  of  the  War  on  Poverty  30 
years  ago.  Combined  with  other  national  organlzaclona  auch  as  the  Association 
for  Enterprise  Opportunity,  National  Aaaociation  of  Community  Development  Loan 
Funds,  and  National  Federation  of  Community  Development  Credit  Unions,  our 
movement  numbers  some  2,000  organizations  engaged  in  a  variety  of  comniunlty 
and  affordable  housing  development  activities, 

I  also  serve  on  several  councils  and  boards  dealing  with  Halne's  human 
resource  and  economic  development,  and  have  been  active  in  economic  develop- 
ment in  Maine,  nationally  and  Internationally,  for  some  20  years.  It  la  from 
these  experiences  and  perspectives  I  speak, 

CEI  Profile 

Incorporated  in  1977,  CBl's  purpose  le  to  provide  financing  and  technical  as- 
sistance  In  development  of  small  businesses,  social  services  and  affordable 
housing.  Over  the  past  15  years  we  have  participated  in  $90  million  in 
financing  for  400  ventures  In  partnership  primarily  with  banks.  These  fiinda 
have  been  targeted  to  such  critical  economic  sectors  as  value-added  natural 
resources.  Job -creating  manufacturing  and  emerging  technology  companies, 
family  and  center-based  child  care  creating  or  supporting  1,500  child  care 
slots,  small,  micro,  and  self-employed  entrepreneurs,  women  In  business,  and 
affordable  and  supported  and  cooperative  housing.  Ue  have  provided  business 
counseling  to  well  over  4,S00  small  businesses  employing  an  average  of  2.^ 
persons,  and  have  created  or  sustained  some  3,000  Jobs,  In  all  our  financing, 
we  target  Jobs  to  people  with  low  incomes,  creating  both  employment  and  salf- 
entployment  for  individuals  eligible  for  Job  Training  Partnership  Act  employ- 
ment support,  or  social  assistance  reolplents,  such  as  AFDC  recipients. 
Please  refer  to  the  attached  charts  and  organizational  profile  material  for  a 
picture  of  our  financing,  bank  and  related  activity. 

Purpose  of  Testiioon/ 

The  purpose  of  my  testimony  Is  to  encourage  not  Just  a  renewed  but  a  new  man- 
date for  the  EOA:  to  reach  out  and  make  programs  available  to  a  variety  of 
community -based  development  and  nonprofit  organizations  traditionally  cut  off 
from  EDA  resources.  If  the  agency  is  to  play  an  expanded  role  in  America's 
economic  development,  ic  must  broaden  eligibility  for.  and  encourage  applica- 
tions from,  non- governmental  organizations.  In  this  way,  I  believe  the 
Economic  Development  Administration  has  played  and  can  continue  to  play  a  vi- 
tal role  In  economic  development. 
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In  Maine,  CEI  has  worked  Indirectly  with  the  EDA  and  their  regional  district 
organlzatlona  on  many  projects,  whether  in  Joint  business  financing,  such  as 
Harboraldo  Graphlca  In  Belfast,  croBO-referrala  for  teohnlcal  assistance,  ouch 
aa  developmanc  of  a  quick- frozen  lobatar  product,  or  municipal  Industrial 
projectfl  like  Portland's  auccaasful,  multl-mllllon  dollar  flah  plor.  While 
CEI  has  helped  EDA  dlatrict  groups  aocass  other  federal  financing  programs, 
such  as  the  SBA  Mlcroloan  Demonstration,  we  have  yet  to  work  directly  with  the 
EDA  deaplte  our  prominence  In  Maine  as  an  economic  development  organization. 
While  1  an  uncertain  how  widespread  la  the  policy,  whether  by  admlnlatrative 
policy  and  practice,  or  by  statute,  the  EDA  hae  chosen  to  operate  with 
criteria  and  approaches  that  can  preclude  participation  of  a  non-governroantal 
organization. 

Requirements  surrounding  participation  In  the  Overall  Economic  Davelopmant 
Plan  (OEDP) ,  designation  as  a  redevelopment  area,  or  state  designation  as  a 
representative  of  theaa  areas,  can  combine  to  restrict  access  among  non- 
gOvexTimental  organizations.   We  believe  the  rules  must  change. 

I  will  respond  to  the  specific  questions  asked  by  the  conmilttee  and  conclude 
with  a  summary  of  recommendatioae: 

Hew  Approaohaa 

The  KDA  should  make  grant  funds  directly  available  to  nonprofit  development 
organltatioQS  to  capitalise  their  technical  and  business  financing  programs. 
Specifically,  the  EDA  should  include  as  eligible  those  entities  defined  in  the 
Community  Development  Financial  Institutions  Act. 

These  comnunicy,  regional  or  statewide  development  and  financial  organizations 
represent  a  variety  of  new  approaches  to  economic  development  beyond  business 
attraction  or  public  works.  They  also  target  benefits  to  low- income  people 
and  communities,  and  leverage  their  public  funds  with  the  private  sector,  In- 
cluding banks,  Insurance  oompanlea,  religious  institutions,  private  founda- 
tions,  and  socially  responsible  Individual  investors. 

These  organlzatlona  represent  a  variety  of  approaches  to  economic  development 
and  Include: 

Comstunity  Development  Corporations,  such  as  New  Communities,  Bethel  New 
Life; 

CoBBunity  Development  Banks,  auch  as  Community  Capital  in  Brooklyn,  or 
South  Shore  Bank  in  Chicago ; 

Connmnity  Development  Credit  Unions,  such  as  the  Santa  Cruz  Community 
Devalopment  Credit  Union  in  California,  or  Center  for  Self-Help  in  North 
Carolina; 

Comnninlty  Loan  Funds,  such  aa  the  Delaware  Valley  Community  Loan  Fund  in 
Philadelphia; 

Mlcroloan  Funds,  such  aa  Women's  Economic  Development  Corporation  of 
Montana 
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Thefid  organl-Bations  underecand  Cha  neads  of  rural  coouiunlcltta  and  urban  nalgb- 
borhooda  for  flaxlble  capital  targeted  to  underserved  markets  to  greeca  jobs 
by  investing  in  valua-addad  and  new  technology,  self -employment,  commercial 
real  estate,  affordable  housing  .and  other  cosnDunity  facilitleg  and  ventures. 
To  further  ensure  EDA  reaources  are  relevant,  the  EDA  can  consider: 

1.  Expanding  EDA  Revolving  Loan  Fund  programs.  The  Title  IX  by  all  ac- 
oounts  la  a  succassful  vehicle  to  stimulate  private  enterprise  economic 
development  by  providing  subordinated  debt  and  equity- like  capital  for 
starting  or  emerging  small  bualnesses. 

2.  Lifting  the  restriction  that  EDA  assistance  cannot  account  for  more  than 
20  percent  of  the  total  funding  for  a  specific  project,  especially  given 
the  reluctance  of  bankers  to  finance  a  major  share  of  a  start-up  or  ex- 
panding venture  which  still  carries  risk,  Presently,  EDA  loan  funds 
cannot  be  used  for  smaller  lending  because  typically  business  cannot 
leverage  fiinds.  Other  federal  programs  are  far  less  rigorous:  the  FniHA 
will  actually  finance  75  percent  of  a  project;  the  SM  504  program,  40 
percent;  the  SBa  mlcroloan  prograa,  100  percent. 

3.  Improving  on  operations  of  its  GLevolving  Loan  Fund  program  by  waiving 
the  requirement  that  recipients  of  EDA  assistance  "subordinate"  their 
position  or  obligation  in  a  project  or  in  a  loan  to  a  borrower  to  that 
of  the  agency. 

4.  Altering  Che  limit  on  funding  of  $10,000  for  each  job  created  in  a 
region  where  the  flexibility  to  do  more  capital  intensive  development  is 
required  if  skill  and  Income  levels  are  to  be  raised  above  the  prevail- 
ing low  ratea.  The  Department  of  Health  and  Human  Services  has  estab- 
lished $15,000  as  a  ceiling  for  their  job  costs  for  low-incona  people. 
The  SBA  504  lifted  Its  ceiling  Co  $35,000.  The  national  average  for  job 
creation  is  above  $70,000. 

3,  Making  sure  that  EDA  field  offices  understand  that  the  agency's  programs 
are  open  to  all  eligible  recipients  including  CDCs  and  that  they  should 
be  permitted  to  compete  equally  with  other  types  of  eligible  organiza- 
tions , 

Technology  ComaerclaLlsation 

This  Is  a  growing  field  vital  to  Aaerlca's  future  conpetitlveness.  Flexible 
dollars  are  needed  from  many  sources  to  support  pre-oomnerotallzation  and  ap- 
plication of  new  technologies  to  the  market.  According  to  Maine's  Science  and 
Technology  Foundation,  which  is  on  the  cutting  edge  of  private  industry  tech- 
nology development  and  modernisation  through  its  Innovation  centers 
(manufacturing,  environmental  technologies,  biotechnology,  aquaculture, 
forestry  products),  tialna  ranks  50th  In  research  dollars.  Funds  for  research, 
development  and  commercialisation  of  new  technologies  are  clearly  needed. 
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Th«  following  points  can  bo  corvalderad: 

1.  EDA  needs  to  Include  In  its  criteria  for  capltAllxatlon  o£  revolving 
loAn  funds  a  technology  developaent  fund  for  Innovative,  anerglng  tech- 
nologies. This  financing  piece  can  be  coordinated  with  or  modeled  on 
the  SBA's  Small  Business  Innovation  Research  Progran  (SBIR) ,  which 
provides  seed  capital  to  support  R&D  and  cooaerclallzatlon  of  products 
to  narlcet. 

2.  The  EDA  oan  also  oonslder  funding  companion  business  technical  assis- 
tance programs,  similar  to  che  SBA's  Small  Suslness  Development  Center, 
or  National  Institute  for  Standards  and  Technology  (NI6T) ,  which  are  In- 
vesting In  technology  extension  networks. 

3.  Added  to  this  should  be  funds  for  marketing  specialists  to  provide  teoh- 
nlcal  assistance  to  small,  rural  bualnesaes  that  lack  Internal  capacity 
to  analyze  and  access  new  markets.  Capacity-building  In  telecotnraunlca- 
tlons  will  be  vital  to  the  success  of  a  small  business. 

To  illustrate  the  above  points,  CEI  has  developed  a  combined  technical  assis- 
tance, financing  and  marketing  Initiative  focused  on  environmental  tech- 
nologies as  veil  es  on  toxic  waste  reduction  processes.  We  have  a  growing 
portfolio  we  call  our  "Green  Fund,"  investing  In  companies  like  KaOY  Interna- 
tional, which  manufacturers  a  high-teoh  municipal  waste  treatment  mixer.  In- 
telligent Controls,  which  manufactures  sensitive  electronic  measuring  instru- 
ments to  detect  underground  storage  tank  leaks,  and  Moulded  Fibre,  which 
processes  recycled  newspapers  Into  a  packaging  replacement  for  styrofoam. 
These  companies,  now  together  employing  over  100.  many  of  Whom  wore  AFDC 
recipients  or  referred  by  the  job  training  system,  represents  the 
entrepreneurial,  job-oreatlng  potential  of  small  businesses. 

In  cooperation  with  the  Environmental  Protection  Agency  and  Maine's  Department 
of  Environmental  Protection,  we  are  building  greater  capacity  in  technical  as- 
sistance and  financing  for  equipment  that  will  reduce  toxic  waste.  For  ex- 
ample, Pratt-Abbott,  a  large  dry  cleaners  in  Southern  Halne,  recently  in- 
stalled environmentally-sensitive  equipment  to  reduce  toxic  wastes  and  emis- 
sions. Analysis  of  and  financing  for  these  improvemsnts  represents  a  major 
field  which  the  EDA  may  want  to  support  in  order  to  sustain  existing 
businesses.   Please  see  attached  write-up  of  CEI's  Green  Fund. 

Improving  EDA' a  Planning,  Technical  Assistance  and  Other  Programs 

The  EDA  has  generally  funded  regional  organizations  In  an  effort  to  foster 
oapacity  at  the  local  level.  Uith  economic  conversion  funds,  it  is  sending 
mixed  signals  on  where  it  intends  to  deliver  resources,  that  is,  states  versus 
regions.  The  EDA  should  build  on  current  capacity  rather  than  reinvent  the 
trtieel  at  the  state  level.  Again,  the  EDA  should  work  with  NCX)'s  if  they  are 
present  in  a  defense -impacted  region. 

The  following  points  can  be  considered: 

1.  The  EDA  should  be  cautious  about  funding  planning  projects  without  the 
ability  to  offer  follow-up,  implementation  resources.  Expectations  are 
raised  by  communities.   Many  months,  indeed  years,  go  by.   While  plans 
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hatehsd  In  ch«««  affort*  are  often  significant ,  little  capacity  or 
resoucces  follow  to  substantially  liDpl«ni«nt  many  of  th«  projects  or  ac- 
tion atepa  identified  in  th«  planning  process.  For  example,  In  Knox 
County,  the  EDA  funded  a  $100,000  planning  and  marketing  study  to  assist 
local  leaders  to  detamlna  economic  developaent  priorities.  Implementa- 
tion of  a  select  number  of  action  steps  would  be  advanced  If  the  EDa 
also  could  provide  a  follov-up  laplementatlon  funding. 

2.  As  mentioned  above,  the  EDA  can  authorize  funding  for  both  the  environ- 
mental analyals  of  a  property  and  for  the  clean-up  that  may  be  nacas. 
sary.  The  EDA  can  also  help  flnanoe  equipment  £oe  small  businesses  to 
comply  with  environmental  regulations. 

3.  Tourism  and  reoreatlon  are  latporcaoc  components  of  a  local  economy. 
Currently,  thftre  is  a  new  emphasis  on  the  role  of  arta  in  coimunlty 
development.  Arta  facilities  and  programs  contribute  to  the  identity  of 
a  community,  and  the  self-esteem  of  an  individual,  population  or  group, 
laying  the  groundwork  for  economic  development.  Prohibitions  in  EDA 
programs  to  support  these  actlvltlee  should  be  eliminated. 

Forms  of  Finanelng  and  Role  of  Equity 

One  of  the  ways  the  EDA  can  be  most  helpful  is  to  allow  KDA  funds  to  be  used 
to  make  equity  investments.  CEI  is  part  of  a  national  movement  funded  by  the 
Ford  and  MacArthur  Foundations  which  la  bringing  together  a  network  of 
community-based,  socially-directed  venture  capital  organlrattons  to  enhance 
respective  efforts  in  aooess  to  and  delivery  of,  venture  capital.  The  EDA  can 
play  a  significant  role  by  establishing  a  venture  capital  grant  program  to 
help  seed  these  Initiatives. 

For  example,  CEI  is  currently  raising  a  $5-7  million  fund  under  Coastal  Ven- 
tures, a  Kalne  Limited  Partnership.  A  capital  contribution  of  §1  million  by 
the  EDA  OOUld  pocantlally  be  leveraged  ten  times.  The  return  on  taxpayer  in- 
vestment would  far  out  scrip  the  Initial  coat. 

Eoonomlo  Conversion  and  the  EDA 

The  Economic  Development  Adnlnlstratlon  plays  an  Important  role  In  Maine 
providing  looal  and  state  governments,  and  related  regional  economic  develop- 
ment district  organizations,  with  an  array  of  resouroes  for  economic  adjust- 
ment and  market  studies,  public  works  and  municipal  Infrastructure  projects, 
and  funds  for  revolving  loans.  All  of  these  prograna  are  vital  for  resource- 
starved  rural  communitlea.  The  way  the  government  responds  to  worker  and  com- 
munity dislocation  is  critical  because  communities  face  hardships  from  other 
dislocations  as  a  result  of  plant  closings,  trade  agreements  or  global  com- 
petition. 

The  EDA  has  received  new  life  as  the  agency  is  being  used  to  funnel  economic 
conversion  funds  to  defense- Impacted  regions.  This  Is  particularly  important 
In  Maine  as  fully  10  percent  of  our  work  force  relies  on  defense  dollars,  An 
area  of  Maine  not  covered  by  traditional  EDA  district  organizations  is  the 
mldcoaat  and  southern  part  of  the  state.  This  region  is  the  home  of  Bath  Iron 
Works,  Maine's  largest  employers,  Brunswick  Naval  Station,  Portsmouth  Naval 
Shipyard,  and  other  prime  contractors  and  subcontractors  reliant  on  defense 
spending.   Thousands  of  Jobs  are  on  the  line. 
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The  following  points  can  bo  considered: 

1.    Support  local  and  regional  economic  development  progreina. 

This  region  described  above  la  also  where  CEI'b  primary  business  financing  ac- 
tlvlCles  occur.  In  response  to  defense  dowiulzing,  we  have  submitted  an  un- 
Be7.Lcltdd  proposal  to  the  state  EOA  district  office  and  regional  office, 
deuplte  being  discouraged  by  EDA.  officials  and  the  state  econonic  development 
coBiiissloner  to  submit  an  application.  Our  proposal  la  a  $10  million  pool  - 
ttif,  Maine  Small  Bualness  £oonomio  Conversion  Loan  Pool  -  to  create  or  sustain 
1,000  Jobs  among  at  least  UQ  small  businesses.  We  have  identified  six  market 
areas  ranging  from  commercialization  of  defense  products  to  job  creation  in 
conmunitiss  dislocated  by  base  closings  or  loss  of  contracts. 

I  trant  to  share  with  you  our  experience  on  the  eligibility  issue.  It  took  GEI 
several  months  for  the  EDA  to  egree  we  were  eligible.  Their  policy  at  the 
regional  and  state  level,  with  the  state's  economic  development  agency  in  tov, 
is  to  consider  a  state  application.  Our  view  is  that  a  regional  effort  la 
nore  effective,  particularly  since  the  state  lacks  CEI's  field  capacity.  Tlie 
EDA  argues  a  state  application  la  more  efficient,  but  at  the  sane  time  has  had 
much  more  involvement  in  capitalisation  of  regional  districts. 

A  euaimary  of  our  application,  transmittal  letter,  chart  showing  our  concentra- 
tion of  past  economic  development  in  the  region,  and  letter  from  the  EDA  on 
the  subject,  is  attached  for  your  review.  I  have  also  included  letters  of 
support  for  our  application,  including  one  from  the  Governor's  office.  I 
believe  our  application  is  a  test  case  of  the  new  versus  the  old  EDA  and  ways 
of  thinking. 

2.  Integrate  financing  with  technical  asBlatance. 

On  a  related  economic  conversion  subject,  the  EDA's  aeonorale  conversion 
marketing  assistance  programs  need  to  be  coordinated  with  the  loan  fund 
programs.  All  of  thle  delivery  seems  to  be  disjointed  and  fractured,  leading 
to  perhaps  a  confused,  Ineffective  product  delivery.  The  ultimate  customer 
vill  be  discouraged, 

3.  Clarify  or  broaden  financing  criteria  assistance  to  include  general  job- 
creation  support,  not  just  defense -related  businesses. 

Tho  EDA's  funding  policies  and  relation  to  the  policies  of  the  Advanced 
Program  Research  Agency  (ARPA)  need  to  be  visited  rapidly  to  include  their 
broadening  of  criteria  beyond  dual-uee  objectlvea.  The  EDA,  as  well  as  ARPA, 
should  be  helping  to  fund  job  creation  Initiatives  in  defense-impacted  regions 
that  can  hire  dislocated  workers,  and  not  restrict  Its  fund*  to  preserving 
military  production  preparedness  exclusively. 

Office  of  Economic  Conversion 

On  the  surface,  this  appears  to  be  a  good  idea.  However,  the  SBA.  FmHA, 
employment  training  system,  and  other  agencies  also  are  part  of  the  solution. 
A  coordinated  approach  is  required. 
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Con8ld«r  the  following  points: 

1.  The  Office  of  Economic  Conversion  Infoimation  should  be  &  nulcHacaral 
aasembly  of  all  federal  agencies  and  resources,  a  window  into  the  entire 
array  of  govemaental  programs. 

2.  However,  a  national  information  office  must  be  brought  down  to  the 
grassroots , 

vntlla  states  may  play  a  role  in  adoiniscerlng  programs,  local  and  regional  or- 
ganlzatlona  should  be  supported  to  interact  with  local  businesses  and  com- 
munities being  affected.  Therefore,  my  recomnendatlon  Is  not  to  turn  these 
activities  over  to  state  agencies,  but  ratliar,  to  build  local  and  regional 
capacity.  Maine's  Small  Business  Development  Center  Is  funded  by  the  SBA  and 
state  legislature.  We  operate  eight  centers  throughout  the  state.  The 
progrsa  reaches  to  the  local  level  where  the  need  Is.  This  is  a  model  of  how 
to  deliver  economic  conversion  resources,  technical  asslscanoe  and  informa- 
tion. 

As  a  result  of  the  advooaoy  ef fores  of  che  Maine  Economic  Conversion  Project, 
a  privately -funded  organization,  in  1992  the  Maine  Legislature  created  the 
Defense  Realignment  Task  Force.  The  mandate  of  the  task  force  is  to  plan  for 
effective  strategies  and  delivery  of  resources  to  help  offset  dislocation  from 
lay-offs,  facilities,  clean-up  and  the  like.  The  EDA  and  other  federal 
agencies  should  support  these  efforts,  and  a  variety  of  local  initiatives  and 
NGOs  capable  of  delivering  financial  and  technical  assistance. 

How  to  Expand  Client  Base 

The  following  points  can  be  considered: 

1.  The  EDA  should  clarify  in  statute  and  in  the  regulations  that  community 
development  corporations  (CDCs)  and  other  nonprofit  organizations  are 
eligible  to  receive  EDA  assistance,  and  specifically,  Special  Economic 
Development  and  Adjustment  Assistance  Grants  that  nay  be  used  to  capl- 
talize  Revolving  Loon  funds  under  Title  IX  of  the  Public  Works  and 
Economic  Development  Act  of  1965.  In  practice,  despite  eligibility  on 
paper,  few  CDCs  have  accessed  EDA  programs. 

2.  The  EDA  should  establish  a  parallel  track  for  CDCs  and  other  nonprofits 
seeking  assistance  for  comaunity-based  economic  development  activities, 
as  distinct  from  public  infrastructure  projects  that  would  enable  the 
organisation  to  submit  a  proposal  directly  to  Washington  and  to  be 
evaluated  under  a  peer  review  process,  rather  than  by  the  local  Overall 
Economic  Development  Plan  (OEDP)  procedures,  district  or  regional  of- 
flees.  The  EDA  once  had  the  Office  of  Special  Projects  that  served  this 
purpose.   Perhaps  this  can  be  reactivated. 

3.  As  part  of  EDA's  new  economic  development  mission,  consider  creating  a 
program  to  capitalize  a  group  of  regional  or  Strategic  Investment  Funds 
whose  primary  function  would  ba  to  target  Investment  and  technical  as- 
sistance to  small  businesses  in  specific  geographic  areas  oc  industries 
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chac  Che  agency  has  prioritized.  The  delivery  aystem  for  these 
Strategic  Funds  should  Include  a  wide  range  of  Incennadlarlee ,  notably 
nonprofits  such  as  CDCs  that  have  the  capacity  and  an  eatabllahed  track 
record  of  helping  small  firms  to  meet  their  financing  needs  by  using 
their  own  refiouroee  to  leverage  private  sector  credit  and  Investment. 

Balance  betvaen  Urban  and  Kural 

Typically,  there  are  more  poor  people  as  a  percentage  of  total  poverty  In 
rural  areas.  Federal  programs  tend  to  be  designed  for  urban  applications.  It 
Is  Important  to  maintain  a  balance  of  resources,  and  criteria  that  respects 
the  diversity,  costs,  geographic  sizes,  and  other  factors  in  rural  areas. 

Eapoweziaeiit  Zones 

EZ/EC  have  limited  application  to  Maine.  Fev  rural  census  trades  qualify  be- 
cause a  distressed  community  la  frequently  adjacent  to  one  which  does  not  meet 
the  threshold  criteria  for  poverty,  thereby  making  Ineligible  the  entire 
track. 

Conclusion 

CBI  has  established  a  national  reputation  for  Its  ability  to  raise  funds  from 
diverse  private  and  public  sources.  Yet  the  Economic  Development  Administra- 
tion, an  agency  whose  mandate  is  as  its  name  Implies  -  economic  development, 
typically  will  not  fund  non- governmental  organisations .  Despite  CEl's  na- 
tional reputation,  Ita  selection  by  many  federal  agencies  to  deliver  financial 
and  technical  assistance  services,  we  have  never  been  funded  by  the  EDA.  Tll« 
national  movement  of  CDCs  and  other  groups  I  speak  for  can  account  for  bil- 
lions of  dollars  Invested  in  community  economic  development.  I  believe  our 
contribution  to  economic  development  in  Maina,  and  that  of  other  CDCs  in 
America,  is  too  important  to  exclude.  It  is  essential  that  the  agency, 
whether  through  administrative  practice  or  by  congressional  direction, 
clarifies  or  expands  Its  funding  criteria  to  include  as  eligible  organiza- 
tions, qualified  community  development  corporations  and  other  nonprofit 
development  and  financial  institutions  traditionally  cut  out  of  the  agency's 
funding  stream. 

On  a  final  note,  I  want  to  call  attention  to  e.  recently -announced  Partnership 
Project  of  the  National  Association  of  Development  Organizations.  Funded  by 
the  Ford  Foundation,  the  project  will  fund  six  local  partnerships  between 
governmental  and  non- governmental  organizations  to  demonstrate  ways  to  work 
together  In  meeting  local  community  development  need.  The  project's  goals  are 
to  help  build  bridges  between  cheae  two  sectors  in  recognition  of  past  dif- 
ferences. Yet,  in  reality  we  share  ooouaon  goals.  Spurred  by  this  demonstra- 
tion, national  policymakers  can  be  assured  that  broadening  eligibility  to  the 
family  of  community  developers  will  go  a  long  way  in  ultimately  helping  to 
revitalize  our  urban  and  rural  communities. 

Thank  you  very  much  for  the  opportunity  to  speak  to  you. 


215 


o 


coo 

LJJ 

(D 

DC 
CL 

a: 

LU 


LU 


C/D 

< 
o 
o 


< 

LL 

co 

CO 
LU 


CO 
CO 


<t  CO 


o 


\  \  \  N  \  \  \  \  \  ^  1 

ooooooooooo 
(SNOmil/^)  ONIONVNld  $  1V101 


o 
z 

O 

z 
< 

z 

LL 

UJ 
O 

I 


216 


O 

z 

—  CO 

Luq 

DC 
Q- 
CL 
LJJ 


CO 
< 
O 
O 


U- 

O 

UJ 


Ulc 


> 


3 
O 


(suojiiiirj) 

syyiioa 


I 

i 

O 

LO 

LL       < 

Q      CD 

111      CO 

l§ 

LL     LI. 
Q      > 


217 


O 


CO 


T=  o 


CO 
LU 
CO 

QC 
Q. 
OC 
UJ 


LU 


LL 
O 

UJ 

> 

§ 

3 


<  2 


COO 

< 
o 
o 


ooooooooo 
oLoomoiooin 

^      CO      CO      <N      CO      X-      T- 


^ 


LL 
Q 


O 

in 
< 

CQ 


LU     CO 


11 


U-     LL 
Q     > 


sNVon  do  # 


218 


O 


COz 

LLIQ 
(/)(D 

CC  IT 

Q->- 

cncQ 

> 


< 

o 


(J) 

< 

O 
O 


(0 

%r 

CVJ 

o 

QO 

CD 

T- 

<«• 

<;«> 

•ea- 

<e^ 

</> 

■fag- 

s 


CM 


o 

<3^ 


(SNOmil/^)  SNV01  do  3niVA  $ 


219 


o 


O) 


cog 

UJ< 

coq 


D- 


LU 


OC  CD 
CL 

o: 

LU 

< 

Q- 

Z 

< 

< 

O 
O 


< 


\ 


220 


CO      g 

•a 

a 


^       1 


8 


221 


O 

z 

LU 
CO 

IT 


o 
o 


c 

Ll_ 


&    8§ 


LU 

Z     Li-  s 
UJ     ^    S 


c 
E  ^ 

n 

a  ja 

'q. 

5 


222 


MAINE  SMALL  BUSINESS  ECONOMIC  CONVERSION  LOAN  POOL 


A  Revolving  Loan  Fund  Proposal 
Submitted  To: 


The  Economic  Development  Administration 

Economic  Adjustment  Assistance  Program 

Augusta,  Maine 

and 

Region  I  Philadelphia  Office 

Philadelphia,  PA 


by: 


Coastal  Enterprises,  Inc. 
Water  Street,  P.O.  Box  268 

Wiscasset,  Maine  04578 

Telephone:  (207)  882-7552 

Fax:  (207)  882-7308 


February  2,  1994 
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Woler  Sueel 

PO  Box  268 

Wiicossel 

Coastal  Maine  04578 

Enterprises  ■ Telephone 

P(-  1207)  882-7552 

Facstmile 
1207)  882-7308 

February  2,  1994 

Mr.  Sanford  Blitz 

District  Division 

Economic  Development  Administration 

Federal  Building 

Augusta,  ME 

Dear  Mr.  Blitz: 

Enclosed  please  find  the  original  and  five  copies  of  CEI's  Maine  Economic 
Conversion  Loan  Pool  Project  application  for  funding  by  the  Economic  Development 
Administration.  The  proposal  is  in  response  to  the  January,  1993  announcement 
in  the  Federal  Register.  The  proposal  is  an  expanded  version  of  the  original 
concept  submitted  to  you  on  August  13,  1993.  While  initially  the  EDA  questioned 
our  eligibility,  we  have  since  been  advised  that  Coastal  Enterprises,  Inc.,  a 
community  development  corporation,  is  eligible  for  funding.  As  a  result,  we  have 
proceeded  to  prepare  a  proposal  such  that,  if  invited  to  submit  a  final  version, 
would  involve  modest  additions,  such  as  SF  424  forms  and  budgets. 

CEI  is  requesting  $2  million  from  the  EDA  to  provide  financing  to  eligible 
defense -impacted  businesses  and  other  job-creating  businesses  throughout  Maine 
with  funds  targeted  to  the  Southern  and  Midcoast  region  of  the  state  where  the 
bulk  of  dislocation  is  projected,  and  where  CEI  has  been  historically  most  active 
operating  the  state's  largest  loan  pool  for  small  business  development  financing. 
As  you  know,  no  EDA  district  or  related  entity  either  exists  or  operates  loan 
funds  in  these  regions. 

CEI,  already  active  in  the  region  with  some  $17  million  loaned  and  invested  in 
300  business  ventures,  and  with  a  demonstrated  ability  to  leverage  significant 
private  bank,  foundation  and  other  resources,  is  building  its  capacity  in  defense 
conversion  economic  development  programs.  We  include  in  this  capacity  delivery 
of  self -employment  supports  for  management  and  workers  at  defense  firms, 
commercialization  of  new  technologies,  and  linkages  to  the  employment  training 
system.  We  are  participating  in  the  Training  and  Development  Corporation's  "New 
England  Defense  Conversion  Planning  and  Tecnical  Assistance  Project,  Phase  I"  . 

Assistance  from  the  EDA,  will  add  to  CEI's  ability  to  respond  to  a  pressing 
market  need:  to  create  jobs  and  assist  defense  impacted  businesses  and 
communities  in  conversion  strategies.  EDA  funds  will  form  the  lead  financing 
source  of  the  loan  pool.  CEI  will  allocate  $700,000  in  non-federal  funds  to 
match  EDA  funds  on  a  proportional  basis,  and  a  consortia  of  banks  will  provide 
leveraged  loans  on  a  three -to -one  basis.  The  total  pool  is  valued  at  $10.8 
million  to  assist  approximately  40  businesses  and  sustain  or  create  over  1,000 
jobs . 


A  p„.„,o.  nonp,ol,.  comm„.,v  devolcpmen,  cc-po,=„on  U.ded  n  1077  ,o  p,ov,de  Uonc.cl  end  .echn.col  a.sl.,crc.  lo  fe  p..opIe.  bos.nesse.  ond  ccm„„„,„e>  ol  Mo.no 
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Mr.  Sanford  Blitz 
January  28,  1994 
Page  2 


He  believe  CEI  is  well  positioned  to  help  deliver  key  federal  programs  to  assist 
regions  conm>unities ,  and  families  severely  impacted  by  cuts  in  defense  spending. 
We  would  appreciate  your  favorable  review  of  our  proposal. 


Sincerely, 

S 


V. 
RonaM  L.  Phillips 

President 

End.:  Original  and  five  copies 

CEI  Maine  Economic  Conversion  Loan  Pool 
cc:  Mr.  Paul  Matyskiela,  EDA  Philadelphia  Region  I 
RLP : hhp 
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Maine  Economic  Conversion  Loan  Pool 

I.    Description  of  Program 

CEI  proposes  to  create  a  new  credit-access  program,  to  be  called  the  Maine 
Economic  Conversion  Loan  Pool  Project,  to  provide  financing  to  eligible 
defense -impacted  businesses  and  other  job-creating  businesses  throughout  the 
Southern  and  Mid-Coast  region  of  Maine.   This  geographic  area  constitutes  the 
region  of  the  state  most  heavily  impacted  by  the  number  of  direct  defense- 
related  jobs  that  have  been  lost  due  to  cutbacks  in  military  spending.   At  the 
direction  of  the  Economic  Development  Administration,  the  program  will  be  made 
available  throughout  the  state  of  Maine.   Many  of  the  programs  developed  and 
administered  by  CEI  operate  statewide. 

CEI  has  organized  a  consortia  of  banks  in  Maine  that  have  agreed  to  provide 
leveraged  loans  to  eligible  businesses  on  a  three-to-one  matching  basis.   CEI 
will  provide  an  average  of  25%  of  the  financing  for  each  project  with  a  loan 
capitalized  by  its  own  capital  and  the  requested  financing  from  the  Economic 
Development  Administration.   Following  is  a  summary  of  the  sources  of  capital 
for  the  proposed  loan  pool: 

EDA  $2,000,000   18.5% 

CEI  700,000   6.5% 

Bank  Consortia  8.100,000  75.0% 

Total  Funds  $10,800,000 

CEI  is  requesting  a  grant  of  $2.0  million  from  the  Economic  Development 
Administration  under  the  Economic  Adjustment  Assistance  program  to  form  the 
lead  financing  source.   CEI  is  pledging  $700,000  of  its  own  capital  to  match 
the  EDA  funds  on  a  proportional  basis  to  provide  a  subordinated  loan  to 
eligible  private,  for-profit  businesses.   These  loans  will  be  matched  by  one 
or  more  of  the  participating  banks  which  will  review  their  portion  of  the  loan 
for  its  own  credit  criteria. 

The  portfolio  average  leverage  ratio  will  be  3:1  (25%  program  financing),  bank 
to  loan  pool  financing.   The  specific  leverage  ratio  will  be  established  for 
each  deal  and  will  be  determined  by  the  underwriting  analysis  to  be  the 
minimum  amount  of  leveraged  financing  required  to  accomplish  the  project.   The 
CEI/EDA  loan  will  typically  be  subordinated  to  the  bank  loans  thereby  creating 
a  credit  enhancement  for  the  banks .   Banks  will  also  be  able  to  apply  other 
credit  enhancements  such  as  state  or  federal  loan  guarantees  for  their  portion 
of  the  loans  as  they  determine  to  be  necessary.   Other  sources  of  financing 
will  also  be  Included  in  the  financing  packages  as  required. 
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A.  Terms  and  Conditions  of  the  Maine  Economic  Conversion  Loan  Pool 

Leverage:  ,  The  target  is  an  average  leverage  of  3:1  private  loan  funds 
to  public  loan  funds  with  a  minimum  matching  ratio  of  5:1 
and  a  maximum  matching  ratio  of  2:1. 

Interest  Rate:    Flexible,  commensurate  with  risk. 

Term:  Generally  5-7  years,  depending  on  the  use  of  capital,  with 

provisions  for  up  to  20  years  for  certain  real  estate 
projects.  Loans  may  have  longer  amortization  periods  with 
balloon  payments.  There  may  be  an  initial  payment  deferment 
period  in  exceptional  cases  where  cash  flow  is  insufficient 
for  a  limited  term. 

Equity  Injection:  Evidence  of  sufficient  equity  contribution  by  principals 
and/or  other  sources  to  insure  an  appropriate  capital  struc- 
ture and  cash  flow  necessary  to  service  debt. 

Collateral:  Security  interest  in  chattel  financed,  security  interest  in 
general  business  assets,  and  personal  guarantees  of  prin- 
cipal owners. 

Use  of  Funds:  Real  estate,  machinery  and  equipment,  furniture  and  fix- 
tures, business  acquisitions,  working  capital  for  inventory, 
receivables,  work  in  process,  R&D. 

Size  of  Loans:  Based  on  its  experience  in  this  market,  CEI  expects  that  the 
size  of  the  EDA  financing  packages  will  vary  between  $25,000 
for  small  enterprises  and  $200,000  for  larger  ones  with  a 
portfolio  average  of  about  $66,000.  This  would  result  in  a 
total  of  approximately  41  loans.  No  more  than  10%  of  the 
fund  will  be  invested  in  any  one  project. 

Job  Targets:  The  portfolio  job  creation  target  is  one  job  for  each 
$10,000  of  total  investment,  for  a  total  job  creation  poten- 
tial of  up  to  1080  jobs. 

Eligibility:  To  be  eligible,  businesses  must  evidence  dependency  of  their 
sales  on  a  military  procurement  contract,  defense  installa- 
tion, defense  contractor  or  military  vendor  within  the  past 
two  years.  Firms  that  are  able  to  hire  workers  displaced 
from  defense  businesses  or  installations  will  also  be 
eligible.  Individuals  who  have  worked  for  defense  sup- 
pliers, contractors  or  installations  are  eligible  for  loans 
to  help  start  businesses. 

B.  Organizational  Capacity 

Incorporated  in  1977,  Coastal  Enterprises,  Inc.  (CEI)  is  a  nonprofit 
501(c)3  community  development  corporation  which  provides  financing  and  techni- 
cal assistance  in  the  development  of  natural  resource-based  industries,  in- 
novative, j ob- generating  manufacturers,  microentrepreneurs ,  women-owned 
businesses,  social  services,  family  and  center-based  child  care,  and  affor- 
dable housing. 
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Since  1979  CEI  has  loaned  and  invested  over  $22  million  in  nearly  400  ven- 
tures, leveraged  nearly  $70  million,  and  directly  and  indirectly  created  and 
retained  5,000  employment  and  income  opportunities. 

CEI  is  a  subcenter  under  the  Small  Business  Development  Center,  a  licensed 
SBA  504  local  development  corporation  serving  midcoast  and  southern  Maine  and 
a  certified  packager  for  the  Finance  Authority  of  Maine.  Through  its  techni- 
cal assistance  program  CEI  serves  some  700  businesses  and  entrepreneurs  an- 
nually, and  has  counseled  nearly  5,000  businesses  and  fledgling  entrepreneurs. 

Foundation  support  for  CEI  activities  has  come  from  65  public  and  private 
sources,  including  UNUM  Charitable,  Ford  and  MacArthur  Foundations,  the  Lilly 
Endowment,  Farmers  Home  Administration,  Department  of  Health  and  Human  Serv- 
ices, Small  Business  Administration,  Department  of  Housing  and  Urban  Develop- 
ment, national  churches  and  state  agencies.  The  Economic  Development  Ad- 
ministration is  virtually  the  only  U.S.  agency  from  which  CEI  has  not  yet 
received  funds. 

CEI  has  a  staff  of  25  and  anticipates  hiring  three  more  staff  in  1994. 
For  further  descriptions  of  CEI's  capacity,  see  the  Appendix  with  its  Or- 
ganizational Chart,  Development  Finance  Funds,  Cumulative  $  Value  of  Loans, 
Bank  Participation  in  Loans,  and  Finance  Activity. 

Please  note  the  chart  on  Page  4  which  indicates  regions  of  primary  lending 
in  Maine.  Southern  and  midcoast  Maine  are  CEI's  primary  regions,  and  are  also 
the  areas  most  severely  impacted  by  cuts  in  defense  spending,  as  described 
later  in  this  proposal. 

C.  Program  Development  and  Administration 

CEI  will  hire  a  project  manager  to  oversee  this  project,  market  the  program, 
and  interact  with  the  various  partners  and  targeted  communities.  CEI  has 
developed  a  proactive  process  to  identify  vulnerable  companies  within  the  tar- 
get area  and  help  eligible  companies  prepare  and  finance  a  customized  defense 
conversion  program  for  their  businesses.  The  objective  is  to  provide  a  cus- 
tomized service  to  each  company  in  recognition  of  the  diversity  of  situations 
that  exist  in  southern  Maine.   The  major  tasks  include: 

1.    Program  Marketing 

Businesses :   CEI  will  identify  vulnerable  companies  within  the  project 
area  through: 

*  surveys  of  key  industry  groups  (trade  associations  such  as  the 
Maine  Metal  Products  Association,  Maine  Electronics  Association, 
Maine  Chamber  of  Commerce  and  Industry,  etc.); 

*  direct  solicitation  from  the  vendor  lists  of  primary  defense  con- 
tractors and  defense  installations  with  the  approval  of  the  af- 
fected facility; 
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*  consultations  with  economic  development  practitioners  and  local 
economic  development  organizations  (including  the  Department  of 
Economic  and  Community  Development,  Maine  Science  and  Technology 
Foundation,  KEYS  Coalition,  Southern  Maine  Development  District, 
and  others  identified  as  cooperators  under  the  section  "Other 
Economic  Development  Organizations." 

Individuals:  CEI  will  work  with  the  defense  installations,  defense 
contractors,  and  vendors  to  identify  individuals  who  may  be  interested  in 
creating  new  businesses  by: 

*  marketing  through  the  worker  transition  centers  established  to 
help  released  employees  find  alternative  employment,  e.g.  the 
Worker  Assistance  Center  at  Portsmouth  Naval  Shipyard; 

*  direct  marketing  releases  to  individuals; 

*  working  through  personnel  departments  of  major  defense  contractors 
to  identify  persons  whose  jobs  may  be  in  jeopardy; 

*  working  with  trade  union  management  and  other  worker  associations. 

CEI  will  also  market  the  program  through  its  extensive  relationships 
with  bankers  and  financial  intermediaries  in  the  region,  the  Small  Business 
Administration,  and  the  Finance  Authority  of  Maine,  which  is  the  state's  small 
business  guaranty  and  lending  agency. 

2.   Analysis  of  Company  Operations  and  Opportunities 

CEI  will  work  directly  with  the  target  companies  and  individuals  to 
help  develop  the  revitalization  plans  and  business  development  plans  and 
provide  technical  assistance  as  required.  CEI  will  rely  on  its  own  business 
counselors  to  provide  some  of  the  technical  assistance  and  its  affiliations 
with  other  organizations,  such  as  the  Center  for  Technology  Transfer,  Maine 
Science  and  Technology  Foundation,  Small  Business  Development  Center  network, 
and  private  consultants  as  may  be  required  for  each  project.  CEI  has  several 
technical  assistance  projects  under  development  and  funding  proposals  out- 
standing to  augment  its  existing  complement  of  technical  assistance  providers. 

CEI  believes  that  technical  assistance  is  critical  for  the  success  of 
this  program  and  will  coordinate  this  project  with  all  of  the  appropriate 
technical  assistance  providers  available  in  the  state.  These  include  the 
Small  Business  Development  Centers,  the  Maine  Market  Development  Center, 
Department  of  Economic  and  Community  Development,  Maine  Science  and  Technology 
Foundation,  Center  for  Technology  Transfer,  Production  Technology  Center, 
defense  contractors  and  private  consultants. 

CEI  will  not  wait  for  projects  to  come  in  the  front  door,  but  rather 
will  actively  seek  out  opportunities  to  help  companies  directly.  It  will  be  a 
pro-active  technical  assistance  program  in  which  the  representatives  of  CEI 
will  approach  each  defense -vulnerable  business  and  business  development  can- 
didate with  offers  of  assistance  and  work  directly  with  the  owners  and  senior 
management  team  to  develop  conversion  projects.  The  technical  assistance  will 
include  market  analysis,  product  development,  marketing  development,  technol- 
ogy assessment,  export  development,  manufacturing  management,  and  other 
strategic  planning/analysis  functions. 
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3.   Analysis  of  Employment  and  Training  Needs  and  Resources 

Businesses  receiving  CEI  financing  commit  to  reserving  a  minimum  of 
one -third  of  new  jobs  created  for  participants  of  federal  and  state -funded 
employment  training  programs.  These  are  called  Targeted  Opportunities.  CEI 
staff  expertise  in  bridging  the  gap  between  economic  development  and  employ- 
ment training  activity  is  evident  in  the  Employment  Training  Agreements 
(ETAGs)  with  the  business,  employment  training,  education,  and  social  services 
providers  and  CEI . 

After  a  preliminary  assessment  of  employment  and  training  oppor-« 
tunities  to  be  provided  by  the  business,  the  work  environment,  health  and 
safety  issues,  and  the  business'  commitment  to  invest  in  its  human  resources 
Targeted  Opportunities  staff  arrange  meetings  between  the  business  and 
providers  of  education  and  employment  training  programs.  Information  is  ex- 
changed regarding  the  nature  of  the  business,  number  and  type  of  new  jobs 
created  entry-level  qualifications,  training  and  skills  needs,  wages/wage 
progression,  fringe  benefits  and  opportunities  for  career  development  and  ad- 
vancement. Education  and  training  providers  share  information  regarding 
client  population  characteristics,  pre-screening  and  assessment,  pre -training 
and  remedial  education,  work  experience  and  customized  skills  training 
programs  and  subsidies  available  to  businesses  working  in  partnership  with 
employment  training  programs. 

Employment  Training  Agreements  are  developed  by  CEI  staff  based  on  the 
commitments  made  at  meetings  by  businesses  and  providers.  The  ETAG  clearly 
defines  the  roles  and  responsibilities  of  all  Parties  to  the  Agreement 
including: 

*  number  of  jobs  targeted  for  participants  of  employment  training 
programs ; 

*  provision  of  employee  fringe  benefits  package,   including  group 
medical  insurance; 

*  job  notification,  referral  and  placement  process; 

*  on-job  training,  customized  skills  training,  field  training 
subsidies ; 

*  provision  of  support  services  e.g.  child  care; 

*  worksite  accommodations. 

All  Parties  sign  the  Employment  Training  Agreement  which  is  included 
with  the  loan  documents.  CEI  Targeted  Opportunities  evaluate  the  performance 
of  the  Parties  and  the  effectiveness  of  the  Agreement  by  maintaining  ongoing 
communication  and  ensuring  compliance  with  "targeted  job  placements"  and 
agreed  upon  wage  subsidies. 

For  example,  U.S.  Felt  Manufacturing  Company.  Inc.,  a  CEI  investment 
in  economic  conversion,  restored  16  jobs  and  created  13  new  opportunities;  12 
of  the  29  employees  were  low- income/at  risk  of  poverty,  and  three  were  AFDC 
recipients.   See  further  detail  on  Page  21. 
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4.   Financial  Packaging 

CEI  loan  officers  or  contract  loan  packagers  will  prepare  presentation 
materials  and  assemble  all  of  the  components  of  the  financial  package.  CEI 
will  also  use  other  sources  of  capital  under  its  management  and  the  management 
of  others  as  needed  to  make  individual  projects  feasible. 

Again,  CEI  is  planning  a  proactive  financial  packaging  process  and 
will  rely  on  the  skills  of  its  loan  officers  and  contract  loan  packagers  to 
work  with  the  bank  loan  officers  to  assemble  all  of  the  components  of  a  viable 
business  development  package.  CEI  staff  have  put  together  commercial  financ- 
ing packages  totaling  over  $22  million  in  nearly  350  companies. 

In  addition  to  its  experience  with  providing  debt  capital  to  small 
businesses,  CEI  and  its  lending  officers  also  have  considerable  experience  in 
investing  equity  capital  into  deals  when  equity  capital  is  required.  CEI  has 
equity  investments  in  several  well-known  Maine  enterprises  (including  Moss 
Tent,  Soleras  Ltd.,  Delorme  Mapping,  Resource  Trading  Company,  Architectural 
Skylight,  and  Intelligent  Controls),  and  has  c'o-ihvested  with  other  venture 
capital  companies  in  some  of  its  portfolio  companies.  Three  of  CEI's  loan  of- 
ficers have  experience  in  working  as  analysts  for  venture  capital  companies 
and  have  considerable  linkages  to  the  venture  capital  community. 

CEI  is  in  the  late  stages  of  developing  a  new  source  of  venture  capi- 
tal for  Maine  businesses  through  a  new  investment  subsidiary,  CEI  Ventures, 
Inc.  This  subsidiary  is  planning  to  raise  up  to  $7.0  million  in  private  capi- 
tal for  equity  investments  in  amounts  from  $50,000  to  $500,000.  If  CEI  is 
successful  in  raising  the  private  capital  required,  this  fund  could  be  avail- 
able for  conversion  companies  by  Spring  of  1994.  One  of  the  targets  of  the 
fund  as  described  in  the  prospectus  is  to  invest  in  defense  companies  seeking 
to  transition  to  non-defense  markets. 

5.   Loan  Procedures  and  Policies 

The  mission  of  CEI's  Loan  and  Investment  Department  is  to  create  and 
manage  a  portfolio  of  loans  and  investments  which  optimizes  CEI's  social  and 
financial  objectives  as  constrained  by  risk,  capital  availability  and  funding 
source  criteria.  Individual  deals  are  screened  and  assessed  on  a  range  of  so- 
cial and  financial  criteria  and  in  relation  to  how  they  will  complement  the 
portfolio  as  a  whole. 

On  the  simplest  level,  this  process  might  result  in  one  loan  which  has 
high  social  benefits  and  a  high  degree  of  financial  risk  and  another  loan 
which  is  very  sound  financially  but  offers  fewer  social  returns.  On  average, 
the  portfolio  should  be  sound  and  profitable  while  meeting  CEI's  social  goals. 

Social  Criteria:  Social  returns  include: 

*  jobs  for  people  with  low  incomes,  especially  those  on  AFDC ; 

*  ownership  opportunities  for  people  with  limited  resources; 

*  jobs  and  o\\mership  opportunities  for  differently  abled  people; 

*  advancement  of  women  in  business  who  have  limited  resources; 
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*  creation  of  quality  child  care  openings  with  targeting  to  people 
with  low  Incomes; 

*  creation  of  affordable  housing  with  targeting  to  people  with  lov; 
incomes . 

CEI  is  looking  for  quality  jobs  with  career  development  possibilities 
and  progressive  wage  and  benefit  packages.  The  jobs  should  be  compensated  at 
a  level  to  allow  people  to  leave  the  welfare  system.  Employment  Training 
Assessments  and  Agreements  are  incorporated  into  the  loan  screening  and  ap- 
proval process.  In  all  CEI  loans  and  investments,  other  community  benefits 
are  valued,  including  multiplier  effects,  increased  tax  bases  and  meeting  com- 
munity social  needs  (such  as  child  care). 

'Financial  Criteria:  Finance  staff  work  to  identify  appropriate  finan- 
cial returns  and  risks.  Loans  undergo  a  standard  analysis  of  cash  flow 
coverage,  collateral  value,  and  management  character.  If  the  opportunity  of- 
fers social  and  financial  benefits  commensurate  with  or  above  the  risk  being 
assumed,  staff  seek  the  appropriate  CEI  finance  program.  Current  operating 
funds  include  the  Development  Fund,  Enterprise  Development  Fund,  Venture  Fund 
and  Housing  Fund. 

Loan  Review  Process:  The  loan  review  process  begins  with  marketing. 
CEI  has  occasional  marketing  initiatives  but  mostly  relies  on  staff,  board, 
speaking  engagements,  press,  word-of -mouth  and  bank  referrals  to  spread  infor- 
mation regarding  CEI  lending.  Business  plans  are  referred  to  the  Loan  and  In- 
vestment Department  to  begin  the  screening  process.  The  Small  Business 
Development  Center  is  available  to  assist  clients  with  writing  a  business 
plan,  cash  flow  management,  marketing  and  other  issues. 

Once  the  deal  has  been  attracted,  prescreened,  evaluated  for  benefits 
and  risks,  and  categorized  for  funding  sources,  it  is  presented  to  the  ap- 
propriate committee  for  approval.  Deals  for  less  than  $100,000  may  be  ap- 
proved by  the  staff  loan  committee.  Lending  staff  have  credit  authority,  with 
an  internal  review  and  approval  of  the  Chief  Financial  Officer  and  President, 
of  up  to  $100,000  with  ex  post  facto  review  by  the  Investment  Committee  at  it 
next  meeting.  This  is  designed  to  permit  the  organization  to  be  responsive 
and  timely  with  very  small  loans.  Deals  up  to  $200,000  must  be  reviewed  and 
approved  by  the  Investment  Committee,  a  five-member  group  comprised  of  senior 
financial  staff  and  board  members  from  the  banking  community.  Deals  greater 
than  $200,000  are  reviewed  by  the  full  board.  SBA  504  deals  are  the  one 
exception:  loans  of  up  to  $750,000  may  be  approved  by  the  Investment  Com- 
mittee. 

The  closings  will  be  coordinated  with  the  participating  banks.  CEI 
has  established  an  efficient  lending  approval  and  closing  process  over  its  16- 
year  history  of  making  such  loans.  See  Page  9  for  a  chart  of  participating 
banks . 
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6.   Loan  Monitoring  and  Follow-Up  Technical  Assistance 

CEI  will  apply  its  routine  credit  monitoring  procedures  to  the 
portfolio  loans  and  rely  on  its  business  consulting  division  to  provide  a  spe- 
cialized technical  assistance  required  to  assist  the  companies  in  implementing 
their  conversion  plans.  In  addition  to  relying  on  staff  resources  for 
monitoring  and  troubleshooting,  CEI  will  coordinate  its  technical  assistance 
with  the  other  technical  assistance  providers  identified  previously. 

D.  Additional  Program  Target  Area 

CEI  developed  the  Maine  Small  Business  Economic  Conversion  Loan  Program 
specifically  to  respond  to  the  needs  of  businesses  and  workers  in  the  three 
southernmost  counties  in  Maine  where  the  concentration  of  defense  conversion 
impacts  are  greatest  from  the  perspective  of  the  absolute  number  of  workers 
concerned. 

CEI  could  easily  expand  the  program  to  cover  other  areas  of  the  state,  and 
even  the  entire  state,  if  the  Economic  Development  Administration  desired  to 
do  so.  Many  of  CEI's  other  lending  programs  operate  statewide  and  CEI  has  es- 
tablished relationships  with  banks,  businesses,  and  economic  development  prac- 
titioners throughout  the  state. 

In  expanding  the  program  statewide,  CEI  would  consider  establishing 
cooperative  relationships  with  other  economic  development  organizations  with 
offices  in  other  areas  to  provide  for  improved  direct  contact  with  businesses 
and  workers  and  to  originate  loans  under  this  program. 

If  CEI  were  to  be  responsible  for  loans  made  through  cooperative  agree- 
ments with  other  organizations ,  the  loans  would  have  to  be  approved  through 
CEI's  normal  loan  approval  process.  CEI  would  then  take  over  the  management 
of  the  credit  administration  of  the  loan  and  subject  the  loan  to  standard 
review  processes . 


II.  TARGET  GROUPS  FOR  CEI'S  DEFENSE  CONVERSION  LOAN  PROGRAM  "MARKET" 

CEI  has  identified  six  different  markets  for  defense-conversion  loans. 
Following  is  a  summary  of  these  markets  and  an  analysis  of  the  needs  for  the 
funds : 

A.  Primary  Defense  Manufacturers  with  Shrinking  Defense  Business 

Funds  will  be  available  for  a  wide  variety  of  uses  including  the 
following: 

*  expansion  of  facilities  for  commercial  production 

*  equipment  for  new  production  techniques 

*  acquisition  of  strategic  partners 

*  research  and  development 

*  market  analysis  and  development  of  new  products 
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*  export  market  development 

This  market  is  expected  to  be  the  primary  market  for  relatively  larger- 
sized  loans.  The  public  loan  component  will  be  required  to  offset  the  addi- 
tional risk  associated  with  the  changes  in  strategic  direction  for  the 
businesses.  Reports  have  indicated  that  banks  are  reluctant  to  provide  unas- 
sisted financing  for  businesses  in  transition. 

Many  of  these  businesses  will  be  able  to  maintain  some  defense -related 
cash  flow  to  help  finance  the  operational  costs  of  the  conversion.  For  those 
businesses  without  continuing  defense-related  cash  flow,  additional  equity 
capital  may  be  required  to  finance  cash  flow  shortfalls  during  conversion. 
Companies  in  this  category  potentially  include  Pratt  &  VJhitney,  Bath  Iron 
Works,  Mid  State  Machine,  Howell  Labs,  Fiber  Materials,  etc. 

B.  Secondary  Defense  Manufacturers  Making  Components  for  Prime 
Contractors 

Studies  have  shown  that  not  all  secondary  defense  contractors  understand 
their  risk  because  of  inadequate  knowledge  of  the  prime  contractors'  cus- 
tomers. CEI  will  therefore  perform  surveys  to  ferret  out  such  contractors, 
help  them  determine  their  vulnerability,  and  help  them  prepare  a  diversifica- 
tion strategy.  Many  of  these  businesses  are  contract  or  "job  shop"  manufac- 
turers which  will  need  extensive  assistance  with  market  development  as  well  as 
financing  assistance.  Some  assistance  may  go  to  firms  to  help  them  develop 
proprietary  products  to  reduce  their  dependence  on  defense  markets.  The  capi- 
tal needs  for  this  group  are  more  likely  to  be  for  working  capital  for  work  in 
process  and  inventory  as  they  shift  their  customer  base  from  defense  contrac- 
tors to  private  markets.  There  will  also  be  additional  machinery  and  tooling 
required.  Companies  in  this  category  include  Maine  Machine  Products,  Kennebec 
Tool  and  Die,  D  &  G  Machine,  Masters  Machine,  etc.  U.S.  Felt,  the  company 
mentioned  earlier  as  an  example  of  successful  economic  conversion  matched  with 
Targeted  Opportunities,  also  fits  in  this  category. 

C.  Vendors  to  Primary  and  Secondary  Defense  Manufacturers 

The  extent  of  the  vulnerability  in  this  market  is  not  known.  One  of  the 
first  tasks  will  be  to  identify  the  nature  and  extent  of  the  problem.  CEI 
will  first  work  with  existing  contractors  and  subcontractors  to  identify  and 
inform  vendors  of  the  help  available.  Due  to  likely  concerns  regarding 
proprietary  vendor  lists,  CEI  will  likely  prepare  information  packets  for 
defense  contractors  to  provide  to  their  vendors.  To  reach  vendors  supplying 
military  markets  outside  of  Maine's  own  threatened  defense  manufacturers,  CEI 
will  rely  on  marketing  through  trade  associations  and  networks  of  manufac- 
turers . 

CEI  will  then  work  with  vendors  to  prepare  diversification  and  market 
development  strategies  and  develop  financing  proposals  as  required. 
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D.  Vendors  to  Defense  Installations 

Vendors  to  Maine  military  installations  will  be  identified  through  lists 
obtained  directly  from  the  installations.  This  market  is  the  broadest  of  the 
defense  conversion  markets  and  involves  businesses  in  all  sectors  across  the 
business  continuum,  including  providers  of: 

*  materials  and  supplies 

*  services 

*  construction  services 

The  financing  needs  of  this  sector  are  unknown  and  will  likely  vary 
widely.  The  financing  needs  are  likely  to  be  greater  for  businesses  with  a 
higher  percentage  of  sales  devoted  to  defense  markets.  It  is  expected, 
however,  that  this  sector  will  require  relatively  smaller-sized  loans  when 
compared  to  other  sectors. 

E.  Prospective  Entrepreneurs  who  have  been  Released  or  are  in  Jeopardy  of 
Being  Released  from  Either  Defense  Installations,  Defense 
Manufacturers ,  or  Vendors  to  Either 

This  will  involve  business  start-up  consulting  and  financing  for  small 
businesses  or  self -employment  opportunities.  CEI  has  had  extensive  experience 
working  with  these  types  of  borrowers  and  is  considered  the  leading  self- 
employment  development  organization  in  Maine  and  nationally.  It  was  a  leader 
in  developing  the  Small  Business  Administration's  national  microlending 
program  and  was  the  pilot  lender  for  Maine.  Two  of  CEI's  investment  officers 
specialize  in  providing  loans  of  up  to  $25,000  to  early  stage  entrepreneurs 
who  would  be  otherwise  ineligible  for  conventional  debt  financing. 

Maine  studies  of  the  defense  conversion  issue  focus  considerable  attention 
on  the  need  for  programs  to  facilitate  small  business  development  by  dislo- 
cated workers.  These  are  the  workers  with  the  skills  and  experience  required 
to  successfully  start  new  employment -generating  businesses. 

The  Phase  II  defense  impact  analysis  of  the  KEYS  Coalition  area  made  new 
and  small  enterprise  development  an  extremely  high  priority  for  the  southern 
Maine  region  and  pointed  to  their  studies  as  having  uncovered  a  substantial 
amount  of  entrepreneurial  interest  and  capacity  by  dislocated  and  potentially 
dislocated  workers  at  the  Portsmouth  Naval  Shipyard.  CEI's  experience  indi- 
cates that  this  entrepreneurial  interest  and  capacity  exists  throughout  the 
project  area. 

F.  Small  Manufacturers  and  Other  Businesses  which  have  the  Potential  to 
Create  Jobs  for  Dislocated  Workers 

CEI  will  target  small  manufacturers  and  other  businesses  that  have  the 
potential  to  create  additional  skilled  jobs  for  dislocated  defense  workers. 
This  is  an  integral  part  of  CEI's  strategy  to  build  upon  its  strength  and  ex- 
perience in  helping  small  manufacturers  grow.  This  market  also  includes  local 
businesses  such  as  restaurants,  dry  cleaners,  package  goods  stores,  automobile 
dealers,  lawn  care  companies,  etc.  that  are  dependent  in  part  on  the  local 
cash  flow  generated  by  defense-related  income  to  the  community.  CEI  is  cur- 
rently working  with  economic  development  organizations  in  York  County  to 
develop  a  fund  targeted  specifically  to  these  types  of  business  opportunities 
in  York  County. 
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III.  SELECTION  CRITERIA  -  THE  RATIONALE  FOR  SELECTING  CEI 

This  part  of  the  proposal  is  organized  to  respond  to  the  selection 
criteria  under  "B.  SSED  Evaluation  Criteria"  as  described  In  the  Federal 
Register  of  January  11,  1993. 

A.  Severity  of  Dislocation  (Section  1,  a.b.c.) 

Businesses  statewide  will  be  eligible  for  financing.  The  project  will  be 
concentrated  in  a  three -county  area  of  Southern  Maine  where  the  preponderance 
of  defense-dependent  businesses  and  defense  facilities  in  the  state  is  lo- 
cated. The  area  includes  nearly  all  of  the  towns  in  York,  Cumberland,  and 
Sagadahoc  Counties,  except  those  which  lie  within  the  territory  of  an  existing 
EDA  Development  District  with  an  existing  loan  pool.  Most  of  York  and  Cumber- 
land Counties  are  within  the  jurisdiction  of  the  proposed  Southern  Maine 
Development  District,  which  is  in  the  formative  stages  and  does  not  yet  have 
any  formal  lending  programs . 

Based  on  the  state's  "Defense  Adjustment  Action  Plan  for  Maine,"  as  many 
as  75%  of  the  state's  direct  defense -dependent  jobs  may  be  located  in  this 
three-county  area.  The  only  other  area  of  Maine  with  a  substantial  defense 
adjustment  impact  is  Aroostook  County  in  northern  Maine  where  a  major  United 
States  Air  Force  base  with  3500  military  and  civilian  employees  is  scheduled 
to  close  in  1994.  The  Aroostook  County  area  has  substantially  different 
economic  development  needs  than  the  southern  Maine  area  covered  by  this 
project. 

The  eligibility  of  this  project  is  dependent  principally  on  the  direct  job 
losses  at  the  Portsmouth  Naval  Shipyard  (PNSY)  and  the  state's  largest  prime 
military  contractor,  Bath  Iron  Works  (BIW) ,  and  secondarily  on  the  job  losses 
from  Brunswick  Naval  Air  Station  and  several  other  defense  contractors,  sub- 
contractors, and  vendors  in  the  project  area: 

Portsmouth  Naval  Shipyard  -  PNSY  has  had  direct  layoffs  of  3660  employees 
since  1989  and  was  ordered  on  November  17,  1993  to  reduce  another  940 
employees  by  May,  1994.  This  will  bring  the  job  loss  totals  to  4600  at  this 
one  facility  since  the  reductions  began  in  1989.  Speculation  continues  that 
the  base  will  be  closed  during  the  next  round  of  defense  cutbacks  scheduled 
for  1995  with  the  loss  of  the  then- remaining  4100  jobs. 

Bath  Iron  Works  -  BIW  has  been  steadily  eliminating  jobs  since  1990  when 
it  had  reached  a  company-high  employment  level  of  12,000  employees.  Job 
losses  totaled  approximately  2100  by  the  end  of  1992  and  will  reach  a  total  of 
3800  by  the  end  of  1993  when  total  employment  will  be  approximately  8200.  Fu- 
ture employment  levels  are  dependent  on  the  level  of  Navy  ship  overhaul  con- 
tracts, new  Navy  ship-building  contracts,  and  the  speed  with  which  the  company 
can  convert  some  of  its  facility  to  commercial  enterprise. 

Defense  cutbacks  at  these  two  facilities  alone  have  resulted  in  a  total 
direct  job  loss  in  the  project  area  of  8400  jobs.  This  exceeds  the  minimum 
threshold  for  MSAs  and  only  a  portion  of  the  area  is  in  one  of  either  of  two 
MSAs  that  cover  parts  of  the  region.  More  than  50%  of  the  jobs  for  achieving 
the  job  loss  threshold  came  from  one  employer  (Portsmouth  Naval  Shipyard)  and 
100%  of  the  jobs  for  achieving  the  job  loss  threshold  came  from  the  same  2- 
digit  SIC  code  (SIC  #  37  Transportation  Equipment). 
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In  addition  to  the  losses  from  these  two  facilities,  the  region  ex- 
perienced a  loss  of  about  277  jobs  at  Brunswick  Naval  Air  Station  between  1989 
and  1992.  There  Is  considerable  concern  that  this  base  might  be  included  on 
the  base  closure  list  in  1995.  The  total  number  of  jobs  in  1989  was  3900  and 
this  had  dropped  to  3623  at  the  end  of  1992. 

Determining  the  number  of  jobs  lost  at  private  firms  (including  primary 
contractors,  subcontractors,  and  vendors)  other  than  BIW  is  difficult  due  to 
the  fact  that  much  of  the  data  from  government  surveys  is  suppressed  to 
protect  the  individual  firms.  However,  the  state's  defense  adjustment  report 
indicated  that  private  firms  other  than  BIW  lost  1200  jobs  between  1989  and 
1992.  This  number  is  thought  to  be  very  conservative.  Based  on  the  relative 
proportions  of  value  of  product  handled  by  subcontractors,  prime  contractors 
and  suppliers  that  are  located  in  the  three  project  counties  to  the  rest  of 
the  state,  it  is  estimated  that  at  least  63%  percent  of  these  lost  jobs 
(approximately  755  jobs)  were  lost  to  businesses  in  the  project  area. 

The  total  direct  jobs  already  lost  to  defense  cutbacks  in  the  three-county 
area  therefore  total  as  follows: 

Portsmouth  Naval  Shipyard  4600 

Bath  Iron  Works  3800 

Brunswick  Naval  Air  Station  277 

Private  Firms  756 

Total  9433 

It  is  believed  that  the  number  of  additional  jobs  in  private  firms  may  be 
very  conservative.  One  private  defense  contractor  in  York  County  that  pre- 
viously employed  1900  persons  has  reduced  its  staff  to  approximately  1500 
employees  and  anticipates  that  it  could  experience  additional  reductions  of 
another  30-40%  over  the  next  1  1/2  years.  This  single  contractor  could  ac- 
count for  more  than  the  entire  estimated  losses  for  the  three -county  area. 

The  state's  report  "A  Defense  Adjustment  Plan  for  Maine"  provided  a 
detailed  preliminary  analysis  of  the  impact  of  defense  cutbacks  on  several 
categories  of  firms  in  the  state.  The  following  is  a  summary  of  the  described 
impacts  on  the  project  area. 

Prime  Military  Contractors:  Bath  Iron  Works,  located  in  Sagadahoc  and 
Cumberland  Counties,  received  over  90%  of  all  primary  defense  contracts  in 
Maine  during  the  most  recent  three  and  one -half  year  period  between  1989-1992, 
totaling  nearly  $2.2  billion.  All  other  primary  defense  contracting  in  Maine 
during  this  same  period  totaled  $215.2  million.  Of  this  non-BIW  primary 
defense  contracting,  72.2%  ($155.4  million)  was  performed  by  businesses  lo- 
cated in  Cumberland,  York,  and  Sagadahoc  Counties.  Of  this  $155.4  million, 
approximately  $97  million  was  performed  by  the  state's  second  largest  defense 
contractor,  Saco  Defense,  which  is  located  in  Saco  (York  County,  just  south  of 
Portland) . 

Including  BIW,  95%  of  all  prime  defense  department  contract  awards  there- 
fore are  made  to  companies  in  the  Cumberland,  York,  Sagadahoc  County  project 
area.  Data  for  the  number  of  businesses  was  not  available,  but  there  were  221 
contracts  provided  to  firms  in  the  three-county  project  area  over  the  1989- 
1992  analysis  period  out  of  a  total  of  392  prime  contracts  awarded  statewide. 
Clearly,  the  larger  contracts  are  made  in  the  three-county  project  area. 
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Subcontractors :  Three  questions  were  added  to  the  annual  U.S.  Census 
Maine  Manufacturers  survey,  conducted  by  the  Maine  Department  of  Labor-,  Bureau 
of  Labor  Statistics,  regarding  defense  work.  Ninety-eight  out  of  2777 
manufacturing  firms  reported  doing  some  defense  work  and  60  of  these  reported 
doing  this  work  as  subcontractors.  The  state's  action  plan  included  a 
preliminary  analysis  of  manufacturing  defense  subcontractors  and  found  that 
55%  of  such  subcontractors  (33  out  of  60)  were  located  in  Cumberland,  York  and 
Sagadahoc  Counties.  These  33  manufacturers  produced  48%  of  the  defense  re- 
lated, manufacturing  subcontractor  product  in  the  state  ($34.6  million  out  of 
$72.7  million.) 

It  must  be  emphasized  that  this  data  is  for  manufacturers  only.  A  cross 
check  of  the  data  against  the  vendor  list  for  BIW  found  that  about  40%  of 
BIW's  purchases  came  from  wholesalers  in  Maine  rather  than  manufacturers,  so 
the  size  of  the  subcontractor  market  indicated  above  is  far  less  than  the  ac- 
tual defense-related  subcontracting  occurring  in  Maine.  The  relative  amounts 
contributed  by  businesses  in  Cumberland,  York,  and  Sagadahoc  Counties  (48%), 
however,  would  be  expected  to  apply  to  the  larger  total  value  of  subcontracted 
product. 

The  Maine  Department  of  Labor  believes  that  the  annual  Census  of  Manufac- 
turers survey  may  significantly  understate  the  amount  of  defense -related 
manufacturing  subcontracting  occurring  in  Maine.  The  reasons  include  (1)  lack 
of  knowledge  on  the  part  of  subcontractors  of  the  end  market  for  their 
products  and  (2)  the  production  of  some  products  by  companies  that  are  class- 
ified under  other  business  classifications  such  as  wholesalers.  The  survey  of 
defense  work  will  be  continued  in  future  censuses  to  track  changes  in  defense 
work. 

There  was  a  significant  concentration  of  defense-related  subcontract  work 
in  a  small  number  of  industries.  Ninety-six  percent  (96%)  of  the  defense  sub- 
contracting was  concentrated  in  the  metals,  electronics,  and  transportation 
equipment  industries.  Nineteen  percent  (19%)  was  in  the  electronics  industry 
and  the  rest  was  in  a  metals -related  industry.  In  comparison,  the  production 
in  all  other  industries  was  nearly  inconsequential  with  a  little  over  $3.5 
million  in  value  of  product  manufacturing  by  all  other  industries. 

Suppliers  to  Military  Bases:  The  state's  plan  found,  somewhat  expectedly, 
that  47%  of  the  supplier  contracts  to  military  bases  in  Maine  (out  of  a  total 
of  $21.8  million  in  supply  contracts)  went  to  companies  in  Aroostook  County 
where  Loring  Air  Force  Base  is  located.  Cumberland,  York  and  Sagadahoc 
Counties,  however,  were  second  with  27.2%  of  the  state's  share.  Not  counting 
Aroostook  County  as  noted  previously,  Cumberland,  York,  and  Sagadahoc  Counties 
had  53%  of  the  rest  of  the  state's  military  installation  supply  contracts. 

B.  Financial  Need  (Section  1,  d) 

CEI  recently  conducted  a  survey  of  27  defense  contractors  for  the  Maine 
Science  and  Technology  Foundation.  Preliminary  results  indicate  that  the 
greatest  impediment  to  diversification  was  financing.  One- third  of  the  firms 
reported  that  the  lack  of  financing  was  a  weakness  for  their  company  in  the 
pursuit  of  new  commercial  markets .  Many  of  the  companies  reported  that  they 
could  not  obtain  the  financing  needed  to  purchase  new  equipment  to  help  them 
diversify  or  to  finance  the  costs  of  inventory  and  receivables  to  finance 
growth.  One  company  reported  that  it  was  vulnerable  because  it  was  highly 
leveraged  and  would  have  to  incur  debt  to  grow. 
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Other  studies  have  similarly  pointed  to  the  problem  of  lack  of  financing. 
A  major  industry-wide  study  three  years  ago  of  the  metals  industry  in  Maine, 
which  constitutes  a  significant  majority  of  the  defense  contractors  in  Maine, 
also  identified  a  problem  with  financing.  A  statewide  study  approximately  two 
years  ago  of  the  availability  of  business  capital  in  Maine  showed  that  al- 
though the  banks  were  back  in  the  lending  business,  they  had  very  stringent 
credit  standards  and  were  finding  that  a  significant  number  of  businesses 
failed  to  qualify  for  credit  without  some  form  of  public  assistance  in  the 
form  of  a  credit  enhancement  or  subordinated  loan. 

A  recent  study  of  capital  availability  in  the  greater  Portland  market 
found  that  although  the  banks  were  aggressively  seeking  new  loans,  a  sig- 
nificant percentage  of  current  lending  was  dependent  on  some  form  of  credit 
enhancement  from  a  public  or  not-for-profit  source. 

There  is  no  question  that  defense  conversion  is  going  to  require  addi- 
tional financing  assistance  from  the  public  and  not-for-profit  sectors.  The 
SBA  ran  out  of  guaranty  authority  this  past  year'  for  a  brief  period  after 
seeing  its  annual  volume  more  than  double  in  one  year.  The  need  for  defense 
conversion  financing  is  so  acute  that  the  Small  Business  Administration  is 
considering  developing  a  special  category  of  guaranty  program  just  for 
technology-based  companies ,  of  which  many  are  defense  contractors . 

The  Finance  Authority  of  Maine  was  forced  to  go  to  the  legislature  for  an 
increase  in  its  guaranty  authority  to  accommodate  a  doubling  of  its  guaranty 
activity  over  the  past  year.  The  voters  approved  a  $7.0  million  bond  issue  to 
provide  emergency  loans  to  Maine  businesses  in  the  middle  of  1992  and  the 
money  was  fully  invested  in  about  five  months,  including  the  time  to  set  up 
the  agency's  first  major  direct  lending  program. 

The  principal  impediment  to  Maine  firms  being  eligible  for  conventional 
bank  capital  is  the  lack  of  equity  capital  and  asset  quality  to  support  debt. 
Cash  flow  is  also  important,  but  frequently  is  secondary  to  collateral  in 
today's  collateral  conscious  banking  environment.  The  Defense  Conversion  Loan 
Pool  addresses  this  problem  directly  by  providing  subordinated  debt  financing 
on  flexible  terms  and  conditions.  The  subordination  provides  the  collateral 
cushion  that  banks  need  in  order  to  lend  to  companies  with  sufficient  cash 
flow,  but  inadequate  capital  bases.  CEI  is  also  in  the  process  of  raising  a 
venture  capital  fund  that  may  also  help  companies  that  are  deficient  in  cash 
flow  as  well  as  collateral. 

C.  Near-Term  Impact  (Section  2.a,l) 

The  defense  conversion  loan  program  will  begin  having  an  immediate  impact 
as  CEI  lending  systems  are  already  in  place  and  loan  officers  are  constantly 
in  the  field  talking  with  prospective  borrowers  and  other  financial  inter- 
mediaries. CEI  has  been  working  one-on-one  with  many  defense -dependent  firms 
in  the  region  and  has  been  discussing  possible  defense  conversion  projects. 
CEI  has  several  defense -dependent  firms  and  defense-conversion  companies  in 
its  existing  loan  portfolio  and  is  in  constant  contact  with  these  businesses 
regarding  their  capital  needs. 
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CEI  already  has  fully  operational  relationships  with  all  of  the  banks  par- 
ticipating in  the  program  and  will  be  able  to  quickly  complete  the  inter- 
organizational  agreements  necessary  to  conform  to  the  program's  requirements. 
The  banks  have  been  co-lending  with  CEI  for  years  and  the  institutions  have 
developed  procedures  for  monitoring  the  performance  of  joint  portfolio  com- 
panies. Representatives  of  all  of  the  major  banks  have  participated  at  one 
time  or  another  on  the  Board  of  Directors  of  CEI  and  have  expressed  confidence 
in  the  organization's  procedures. 

The  organization  has  an  excellent  track  record  for  being  able  to  initiate 
lending  programs  and  place  investments  quickly.  CEI  was  able  to  accept 
responsibility  as  the  first  Maine  lender  for  the  SBA's  new  microloan  program 
in  the  fall  of  1992  and  invest  $785,000  in  more  than  60  enterprises  in  less 
than  six  months.  The  organization  has  had  similar  productivity  experiences 
with  other  lending  programs . 

CEI  has  developed  extensive  networks  with  the  trade  associations  and  the 
economic  development  organizations  that  are  working  with'  defense-dependent 
firms.  For  example,  CEI  has  jointly  sponsored  projects  with  the  Maine  Metal 
Products  Association  which  represents  the  majority  of  defense -related  primary 
and  secondary  manufacturers  in  the  state.  The  two  organizations  are  joint 
venture  partners  in  a  proposed  project  to  provide  advanced  technical  and 
market  development  assistance  to  defense -dependent  firms.  CEI  has  a  full-time 
program  development  specialist,  Carla  Dickstein,  who  has  done  a  substantial 
amount  of  work  with  metals,  electronics  and  environmental  technologies  in- 
dustries . 

The  Senior  Business  Counselor  at  CEI,  James  Burbank,  has  been  with  the  or- 
ganization for  more  than  ten  years  and  was  previously  a  senior  industrial  en- 
gineer with  Bath  Iron  Works  where  he  was  responsible  for  many  modernization 
projects.  His  extensive  involvement  in  government  procurement,  industrial  en- 
gineering, and  manufacturing  technology  provides  him  with  special  abilities  to 
immediately  provide  hands-on  technical  assistance  to  defense  manufacturers. 
CEI  is  in  a  unique  position  to  be  able  to  directly  assist  portfolio  companies 
with  their  training  needs  as  well  as  provide  financing.  CEI  maintains  a  full- 
time  training  coordination  function,  headed  by  Kathy  Kearney,  Senior  Targeted 
Opportunities  Officer,  to  help  its  portfolio  companies  access  all  available 
training  opportunities.  CEI  is  considered  a  national  leader  in  directly  link- 
ing training  and  job  development  support  to  its  lending  and  business  develop- 
ment programs. 

D.  Permanent  and  Direct  Benefit  (Section  2, a, 2) 

The  new  commercial  activities  spawned  by  this  loan  program  will  lead  to 
the  development  of  permanent  employment  opportunities.  The  program  will  be 
focused  on  creating  new  business  activity  rather  than  relocating  activity  from 
one  location  to  another.  For  defense  contractors  and  subcontractors,  the  loans 
will  help  finance  investment  in  activities  that  will  allow  existing  employees 
to  transfer  their  skills  from  defense  work  to  private  commercial  work. 

The  new  businesses  spawned  by  this  program  will  create  opportunities  for 
trained  technicians  to  become  entrepreneurs  and  create  jobs  for  themselves  and 
apply  their  substantial  skills  to  help  create  jobs  for  others.  It  is  es- 
timated that  a  substantial  number  of  new  businesses  could  be  created  from  the 
skill  mix  available  in  the  defense-related  businesses  in  Southern  Maine. 
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The  location  of  the  project  area  so  close  to  the  Boston  region's  high- 
technology  Industrial  base  (the  southern  tovms  in  the  project  area  are  ap- 
proximately 60  miles  from  downtown  Boston  and  only  45  miles  from  the  Route  128 
industrial  corridor)  creates  an  available  market  and  opportunity  for  joint 
ventures.  CEI  will  help  businesses  capitalize  on  this  connection  through  its 
linkages  with  the  Boston  capital  markets  and  businesses. 

E.  Timeliness  (Section  2, a, 3) 

The  timing  of  this  project  is  very  propitious.  Both  of  the  major  defense 
employers  in  the  region  are  currently  in  the  process  of  laying  off  employees 
and  cutting  back  on  subcontractor  and  vendor  orders.  In  addition,  these 
employee  reductions  and  cutbacks  are  expected  to  continue  over  the  next 
several  months,  thereby  keeping  up  demand  for  the  financing.  The  layoffs  and 
cutbacks  have  been  recent  enough  that  there  is  still  an  opportunity  to  capi- 
talize on  opportunities  for  the  firms  and  employees  before'  the  companies  be- 
come cannibalized  for  survival  or  the  employees'  skills  have  deteriorated. 

We  hope  that  the  changes  in  markets  and  products  can  be  effected  without 
significant  temporary  dislocations  by  helping  the  portfolio  companies  convert 
"on  the  fly"  while  they  are  still  winding  down  their  defense-related  business. 
This  "seamless"  transition  is  dependent  on  working  with  the  companies  suffi- 
ciently early  while  some  defense-related  operations  are  still  taking  place. 
The  companies  that  have  been  forced  to  substantially  cut  back  operations  due 
to  rapidly  dwindling  work  will  be  the  most  challenging  to  work  with  because 
normal  business  systems  atrophy  quickly. 

For  the  entrepreneurs  among  the  likely  to  be  displaced,  it  will  be  impor- 
tant to  begin  working  with  them  quickly  before  they  become  discouraged  and 
either  move  or  take  positions  not  requiring  their  skills.  One  of  the  most 
significant  assets  at  these  defense  installations  .  nd  contractors  is  the  high 
level  of  skills.  CEI  will  help  capitalize  on  these  skills  by  assisting  with 
new  business  development.  For  example,  Jerry  Turdan,  a  former  pipefitter  for 
BIW  who  was  in  charge  of  BIW's  compliance  with  CFC  regulations,  has  spun  off  a 
consulting  company,  Peregrine  Environmental,  to  assist  businesses  assess  how 
to  comply  with  the  elimination  of  CFCs  by  early  1995.  (See  attached  article 
in  the  Appendix.)  Another  former  defense  worker  from  Fibre  Materials,  Inc., 
Nicholas  Karvonides ,  is  spinning  off  a  company  that  will  apply  advanced  com- 
posites to  medical  technologies. 

CEI  has  established  an  aggressive  schedule  to  invest  all  of  the  initial 
loan  funds  within  three  years  of  establishment  of  the  loan  pool  and  hopes  to 
be  able  to  put  the  funds  out  faster.  Time  is  critical  because  many  of  these 
companies  have  short  time  horizons  for  their  remaining  defense  related  con- 
tracts. CEI  will  invest  at  least  50%  of  the  funds  within  18  months  and  80% 
within  two  years. 
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F.  Complement  Local  Efforts   (Section  2, a, 4) 

There  have  been  several  defense  conversion  and  related  economic  develop- 
ment studies  within  the  project  area.  Some  of  these  studies  have  been  financed 
with  EDA  funds  and  others  with  Office  of  Economic  Adjustment  or  State  of  Maine 
funds.  All  of  these  studies  have  identified  financing  as  a  key  Ingredient  in 
any  redevelopment  strategy.  CEI  has  consulted  with  each  of  these  organiza- 
tions regarding  this  Maine  Economic  Conversion  Loan  Pool  and  intends  to  work 
closely  with  representatives  of  each  organization  to  ensure  that  the  loan 
program  is  responsive  to  the  needs  of  businesses  in  these  sub-regions. 

KEYS  Coalition  -  The  four  southernmost  Maine  municipalities  that  are 

highly  dependent  on  the  Portsmouth  Naval  Shipyard  (Kittery,  Eliot,  York,  and 

South  Berwick)  formed  a  coalition  two  years  ago  to  begin  planning  for  the 

economic  impact  of  the  impending  cutbacks  at  the  yard  and  possibly  for  the 

eventual  closure  of  the  yard.   The  organization  has  completed  a  Phase  I  and 

Phase  II  adjustment  strategy.    CEI  was  described  as  a  key  resource  in  im- 
plementing this  region's  enterprise  development  strategy. 

Although  the  final  Phase  II  study  "KEYS  Economic  Future:  Building  Linkages 
and  Building  Capacity"  has  not  been  made  public,  the  preliminary  draft  recom- 
mends a  multifaceted  business  development  program  that  focuses  on  strengthen- 
ing the  businesses  that  are  already  located  in  the  region,  providing  business 
development  opportunities  for  the  highly  skilled  naval  yard  workers  who  want 
to  go  into  business,  and  recruiting  the  development  and  expansion  of 
businesses  which  could  use  the  skill  base  and  natural  resource  base  of  the 
region.   The  report  includes  many  references  to  CEI  and  its  programs. 

The  Phase  I  report  "Defense  Impact  Analysis  in  Southern  York  County" 
recommended  the  creation  of  an  "enterprise  development  strategy"  that  will 
facilitate  laid-off  naval  shipyard  workers  to  create  new  businesses  in  the 
region  and  help  existing  contractors  and  subcontractors  transition  to  commer- 
cial market  work. 

CEI  will  rely  on  the  Worker  Assistance  Center  at  the  Portsmouth  Naval 
Shipyard  to  identify  workers  who  might  be  candidates  for  business  development. 
The  technological  skills  of  many  of  the  shipyard  workers  provide  a  fertile 
foundation  for  new  business  development.  CEI  expects  to  be  able  to  capitalize 
on  the  KEYS  area's  proximity  to  the  Boston  venture  capital  markets  and  CEI's 
networks  with  venture  capitalists  for  those  business  development  opportunities 
that  require  equity  capital  resources. 

Bath/Brunswick/Topsham  Economic  Development  Council  (BBT)  -  The 
municipalities  of  Bath,  Brunswick  and  Topsham,  which  are  the  communities  most 
directly  affected  by  reductions  at  Bath  Iron  Works  and  the  potential  closure 
of  Brunswick  Naval  Air  Station,  formed  their  own  council  to  develop  a  contin- 
gency plan  for  dealing  with  the  cutbacks.  The  organization  (under  the  name 
"Capital  Coastal  Council  of  Governments")  completed  a  Phase  I  analysis  in 
early  1993  and  is  currently  in  the  process  of  hiring  an  executive  director  and 
putting  out  an  RFP  for  a  Phase  II  action  plan. 
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The  Phase  I  "Defense  Dependency  Report"  recommended  that  the  BBT  com- 
munities work  directly  with  CEI  to  help  businesses  in  the  region  access  CEI's 
business  counseling  and  financing  skills.  It  also  recommended  the  creation  of 
additional  public  financing  options  such  as  bank  loan  pools  and  government 
sponsored  loan  pools  for  the  region.  This  Maine  Economic  Conversion  Loan  Pool 
accomplishes  both  of  those  goals. 

AndroscogEin  Valley  Council  of  Governments  (AVCOG^  -  The  Androscoggin 
Valley  Council  of  Governments  is  the  regional  planning  organization  for  a 
large  area  of  inland  Maine  that  lies  immediately  west  of  the  Bath/Brunswick/ 
Topsham  area  and  north  of  York  and  Cumberland  Counties.  Although  the  region 
itself  contains  only  a  few  defense  contractors,  it  is  home  to  a  large  number 
of  people  who  work  at  BIW  and  Brunswick  Naval  Air  Station  and  a  sizable  number 
of  smaller  companies  that  provide  supplies  and  services  to  the  two  major 
defense-related  installations.  AVCOG  prepared  a  defense  adjustment  plan  for 
its  region  and  identified  business  financing  as  one  of  the  key  components  of 
that  strategy.  Although  the  CEI  Defense  Adjustment  Loan  Program  will  not  tar- 
get the  AVCOG  region,  CEI  has  made  many  loans  to  businesses  in  the  region  with 
other  sources  of  financing  and  will  continue  to  provide  loans  there  in  the  fu- 
ture. AVCOG  has  its  own  EDA- sponsored  revolving  loan  pool  and  manages  other 
business  finance  programs . 

Southern  Maine  Economic  Development  District  -  The  Southern  Maine 
Economic  Development  District  (SMEDD)  was  created  as  a  joint  venture  by  the 
regional  planning  organizations  covering  most  of  York  and  Cumberland  Counties, 
Southern  Maine  Regional  Planning  Commission  and  the  Greater  Portland  Economic 
Development  Council,  respectively.  The  SMEDD  recently  received  approval  of 
its  Overall  Economic  Development  Plan,  secured  the  eligibility  of  the  area  for 
EDA  public  works  financing  programs  and  expects  to  soon  receive  its  designa- 
tion as  an  official  economic  development  district.  One  of  the  principal  com- 
pelling economic  distress  criteria  affecting  the  region  is  the  loss  of 
defense-related  employment. 

The  implementation  plan  for  the  SMEDD  focuses  considerable  attention  on 
the  retention  of  existing  businesses  and  the  development  of  new 
entrepreneurial  businesses  with  technological  foundations.  The  plan  recom- 
mends the  creation  of  additional  sources  of  business  capital  for  the  region, 
specifically  the  creation  of  an  EDA-financed  loan  pool.  Finally,  the  plan 
recommends  coordinating  business  financing  programs  with  existing  organiza- 
tions, such  as  CEI.  CEI  believes  that  this  Maine  Economic  Conversion  Loan 
Pool  program  is  entirely  consistent  with  the  SMEDD's  Overall  Economic  Develop- 
ment Program  (OEDP) . 

The  SMEDD  has  plans  to  develop  a  traditional  EDA-financed  loan  pool  in  the 
future  and  would  like  to  develop  that  pool  as  soon  as  funds  become  available. 
Both  organizations  help  communities  within  their  boundaries  apply  for  state - 
financed  "Development  Funds"  from  time  to  time  and  the  Southern  Maine  Regional 
Planning  Commission  has  a  subcenter  of  the  Small  Business  Development  Center 
program. 

Training  and  Development  Corporation  (TDC)  -  TDC  is  a  national  not-for- 
profit  educational  management,  training  and  consulting  organization  which 
helps  people  prepare  to  access,  advance,  and  transition  into  successful  and 
fulfilling  employment.  Located  in  Bucksport,  Maine,  TDC  is  nationally  recog- 
nized for  its  broad  array  of  Labor  Department  sponsored  work  force  education 
and  training  programs.   TDC  has  submitted  their  New  England  Defense  Conversion 
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Planning  and  Technical  Assistance  Project  to  assist  workers  affected  by 
defense-related  dislocations  or  at  risk  for  dislocation  and  their  employers  in 
developing  new  employment  opportunities.  CEI  has  been  asked  to  collaborate  on 
this  project. 

"A  Defense  Adjustment  Action  Plan  for  Maine:  Report  of  the  Task  Force  on 
Defense  Realignment  and  the  Maine  Economy"  (March  1993)  This  is  the  State  of 
Maine's  first  major  report  regarding  the  state's  defense  readjustment  plan. 
The  report  recommended  the  establishment  of  additional  capital  sources  for 
business  finance  for  conversion.  This  report  also  recommended  increasing  the 
availability  of  risk  capital  through  tax  credits,  and  marketing,  product 
development  and  technology  assistance.  It  recommended  that  displaced  defense 
workers  start  new  businesses  to  employ  themselves  and  their  fellow  displaced 
defense  workers. 

CEI  believes  that  this  Maine  Economic  Conversion  Loan  Pool  is  entirely 
consistent  with  the  state's  defense  readjustment  plan  and  supports  nearly  all 
of  the  major  initiatives  suggested  in  the  plan.  CEI  supports  the  plan's  con- 
tention that  additional  sources  of  risk  capital,  in  addition  to  debt  capital, 
are  required  and  is  working  to  help  create  additional  sources  of  risk  capital 
for  the  defense  conversion  process  to  augment  the  resources  proposed  in  the 
Maine  Economic  Conversion  Loan  Pool. 

CEI/  Center  for  Technology  Transfer  ARPA  Project:  Defense  Conversion  As- 
sistance Proeram  (DeCAP)-  Project  DeCAP  was  submitted  to  the  Advanced  Research 
Program  Agency  (ARPA)  to  develop  opportunities  for  Maine's  small  and  medium- 
sized  businesses  to  sustain  or  increase  competitive  manufacturing  capabilities 
utilizing  critical  defense  technology  or  manufacturing  processes.  It  also 
provides  employment  opportunities  for  dislocated  workers.  The  proposed 
project  leverages  $2.04  million  of  ARPA  funds  with  a  $5  million  bank  revolving 
loan  pool  and  with  $500,000  of  CEI's  own  discretionary  capital.  The  project 
will  provide  business  planning,  marketing  and  financial  packaging  services  to 
more  than  300  firms  with  dual  use  capacities  and  to  1000  dislocated  defense 
workers  and  entrepreneurs  and  retain  or  create  600  jobs. 

The  project  builds  off  CEI's  growing  portfolio  of  companies  which  have  had 
or  currently  have  defense  contracts.  U.S.  Felt  Manufacturing  Company,  Inc.  is 
a  prime  example  of  a  CEI  investment  in  economic  conversion  which  succeeded 
and,  due  to  the  ETAG,  brought  employment  opportunities  to  laid-off  employees, 
low- income  workers,  and  AFDC  recipients.  CEI  was  funded  by  the  Department  of 
Health  and  Human  Services  to  increase  opportunity  for  at-risk  and  low- income 
people  at  U.S.  Felt  by  financing  a  job -generating  business  expansion  and  con- 
verting the  business  from  dependence  on  defense  contracts  to  commercial 
products . 

U.S.  Felt  originally  generated  90%  of  its  sales  through  military  sub- 
contracts, but  as  of  1993  has  converted  100%  of  its  manufacturing  and  sales  to 
the  civilian  sector.  The  company  is  currently  expanding  its  market  share  and 
anticipated  that  1993  would  be  the  first  profitable  full  year.  In  the  process 
of  the  conversion  and  expansion,  the  company  restored  16  jobs  and  hired  13  new 
workers.  Of  the  current  29  employed,  12  had  be^n  low- income/at  risk  of 
poverty,  and  three  of  the  12  were  AFDC  recipients  who  are  now  economically 
self-sufficient. 
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CEI  is  also  targeting  environmental  industries  and  environmentally  sound 
manufacturers  as  a  new  sectorial  development  strategy.  CEI  conducted  an  ini- 
tial scan  of  environmental  industries  in  Maine  and  identified  growth  oppor- 
tunities, particularly  in  the  area  of  pollution  prevention.  It  is  in  the 
process  of  raising  additional  capital  targeted  to  these  industries. 

In  addition,  CEI  is  creating  a  Green  Fund  to  support  small  manufacturers 
that  need  to  change  their  equipment  and  manufacturing  processes  to  comply  with 
new  environmental  regulations  for  toxic  use  reduction  and  elimination  of  CFCs . 
It  is  working  with  the  Maine  Department  of  Environmental  Protection  and  the 
Small  Business  Development  Center  to  establish  a  model  program. 

Maine  Science  and  Technology  Foundation  (MSTF)  Project  -  MSTF  is  the  lead 
agency  in  designing  a  coordinated  Industrial  Extension  Service  to  assist  small 
Maine  manufacturing  firms.  As  part  of  the  design  process,  CEI  is  completing 
two  studies  sponsored  by  MSTF.  The  first  surveys  27  defense -dependent  com- 
panies to  determine  their  needs  for  modernizing  their  business  practices  and 
expanding  commercial  markets.  The  second  study  examines  services  offered  in 
technology  transfer,  management,  market  analysis  and  marketing  and  any  gaps  in 
service  delivery. 

Preliminary  results  of  companies  surveyed  shows  that  financing  and  market 
development  are  the  resources  most  needed  to  support  conversion  efforts.  In- 
tervention should  include  basic  modernization  to  meet  firms'  changing  needs. 
Conclusions  are  not  yet  available  from  the  study  of  service  providers. 

Other  Economic  Development  Organizations  -  CEI  will  work  closely  with  lo- 
cal economic  development  programs  and  officials  within  the  region  to  ensure 
that  local  development  organizations  and  officials  are  aware  of  the  loans  and 
can  make  referrals  to  CEI.  For  example,  CEI  made  a  presentation  to  the  York 
Economic  Council  on  its  intention  to  expand  activity  in  the  county,  par- 
ticularly around  economic  conversion.  The  company  also  presented  to  the  KEYS 
Coalition.  Following  is  a  partial  list  of  the  organizations  that  are  cur- 
rently active  in  the  region  in  additional  to  those  noted  above: 

York  Economic  Development  Council 
Scarborough  Economic  Development  Corporation 
Biddeford  Saco  Economic  Development  Council 
Greater  Portland  Economic  Development  Council 
Greater  Portland  Public  Development  Commission 
Greater  Portland  Council  of  Governments 
Portland  Economic  Development  Department 
Windham  Economic  Development  Council 
Topsham  Economic  Development  Department 
Southern  Maine  Council  of  Governments 

CEI  will  work  with  other  local  planning  and  community  development  depart- 
ments to  identify  business  development  opportunities  and  to  coordinate  its 
business  development  efforts  with  local  officials.  Its  intention  is  to  enlist 
the  support  of  local  and  regional  planing  and  development  organizations  to 
work  with  this  project  and  identify  business  opportunities. 
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Relationship  to  Other  Flnancine  Programs 

SBA-504  Program  -  CEI  is  the  SBA-504  development  corporation  for  the 
project  area  and  has  substantial  experience  in  providing  long-term  fixed  asset 
financing  to  area  businesses  in  concert  with  banks.  Including  the  inherited 
portfolio,  CEI  has  written  $8.7  million  in  SBA  504  loans  to  33  businesses  in 
the  project  area  for  investment  packages  totaling  $24.2  million  and  creating 
or  retaining  950  jobs. 

Farmers  Home  Administration  (now  Rural  Development  Administration) — Inter- 
mediary Relending  Program  -  CEI  was  the  first  organization  in  the  State  of 
Maine  to  qualify  for  this  program  through  which  CEI  is  able  to  provide  financ- 
ing to  small  businesses  with  capital  provided  by  the  Farmers  Home  Administra- 
tion through  the  Commerce  and  Industry  Loan  Program.  After  CEI  successfully 
demonstrated  the  feasibility  of  the  program,  the  Farmers  Home  Administration 
expanded  the  program  to  include  other  regional  development  organizations .  CEI 
continues  to  provide  these  loans  in  the  Maine  Economic  Conversion  Loan  Pool 
project  area  and  will  expand  this  capital  base  as  a.  complement  to  the  new  EDA- 
capitalized  pool. 

Venture  Capital  -  CEI  has  co-invested  with  several  venture  capital  com- 
panies including  all  of  the  major  funds  in  Maine  -  Katahdin  Securities,  Tribal 
Assets.  Maine  Capital  -  and  is  in  the  process  of  creating  its  own  venture 
capital  affiliate  that  could  be  investing  by  the  winter  of  1994.  The  $7  mil- 
lion Coastal  Partners,  L.P.,  is  a  financing  vehicle  that  will  provide  a  very 
important  adjunct  source  of  financing,  since  some  of  the  defense  conversion 
projects  are  likely  to  be  higher-risk  endeavors  requiring  substantial  equity 
investment  in  addition  to  the  conversion  loan  funding. 

G.  Creative  Approach  (Section  2, a, 5) 

There  are  several  creative  components  to  the  Maine  Economic  Conversion 
Loan  Pool: 

Bank  Loan  Pool:  CEI  has  organized  a  pool  of  conventional  bank  credit 
totaling  $8.1  million  dollars  from  three  area  banks.  Copies  of  the  letters  of 
commitment  from  Key  Bank,  Fleet  Bank  and  Casco  Northern  are  included  in  the 
Appendix  to  illustrate  the  willingness  of  banks  to  participate  in  a  proactive 
lending  program.  Other  banks  will  participate  in  the  program;  the  initial 
commitment  demonstrates  the  interest  of  the  banks  in  participating  in  the 
program.  These  loans  will  be  used  to  match  the  Maine  Economic  Conversion  Loan 
Pool  funds  on  at  least  a  2:1  basis  (private  to  public)  and  on  an  average 
portfolio  leveraging  basis  of  3:1. 

This  is  the  first  time  that  we  know  of  that  area  banks  have  agreed  to  al- 
locate capital  to  help  finance  a  particular  business  sector.  Although  these 
banks  funds  will  be  subject  to  the  bank's  regular  credit  standards,  the 
presence  of  Maine  Economic  Conversion  Loan  Pool  funds  in  each  deal  will  enable 
the  banks  to  provide  loans  to  companies  which  would  not  otherwise  meet  conven- 
tional credit  tests  because  of  insufficient  loan  to  value  ratios  (collateral 
coverage) . 
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Export  Potential:  ,  CEI  Intends  to  help  target  companies  develop  products 
for  export  markets.  Studies  have  shown  that  only  a  small  percentage  of 
product  manufactured  by  the  metals  and  electronics  industries  in  Maine  is  ex- 
ported. CEI  will  work  closely  with  the  Maine  World  Trade  Association,  Inter- 
national Trade  Administration,  and  exporting  services  businesses  to  help  iden- 
tify markets  and  market  penetration  strategies  for  target  companies. 

Technology  Transfer:  CEI  has  established  relationships  with  the  Maine 
Science  and  Technology  Foundation,  Center  for  Technology  Transfer,  Production 
Technology  Center,  and  other  groups  that  are  working  to  assist  Maine 
businesses  upgrade  their  technology  to  meet  the  demands  of  the  commercial 
market.  Based  on  its  reconnaissance  work  to  date,  CEI  anticipates  that  a  sig- 
nificant number  of  Maine  Economic  Conversion  Loan  Pool  loans  will  be  used  to 
finance  the  upgrading  of  machinery  and  equipment  in  target  firms. 

Venture  Capital  Fund:  CEI  is  in  the  process  of  creating  a  venture  capital 
fund  that  may  be  available  to  provide  pure  equity  investment  in  those  com- 
panies that  cannot  meet  the  credit  requirements  for  the  loan  pool  funds 
without  additional  equity  investment.  It  is  anticipated  that  this  venture 
capital  fund  could  be  available  by  the  winter  of  1994. 

H.  Cost  Per  Job  (Section  2, a, 6) 

CEI  has  established  a  target  investment  cost  per  job  of  $8 ,000-$12 ,000  per 
full-time  equivalent  manufacturing  job.  CEI's  past  experience  has  shown  the 
capacity  to  create  or  retain  an  average  of  one  job  for  each  $4500-$7000  of  in- 
vestment on  a  portfolio  basis.  This  is  a  somewhat  lower  cost  per  job  than 
other  programs  because  CEI's  portfolio  contains  a  large  number  of  very  small 
businesses  that  have  created  jobs  at  a  relatively  low  cost. 

Given  the  expectation  that  a  majority  of  the  jobs  created  through  the 
Maine  Economic  Conversion  Loan  Pool  will  be  in  technology-based  manufacturing 
companies  with  an  attendant  higher  investment  cost,  CEI  has  established  a  tar- 
get of  one  job  per  $8 ,000- $12 ,000  of  investment  of  leveraged  funds.  At  full 
investment,  the  Maine  Economic  Conversion  Loan  Pool  should  have  created  or 
retained  over  1000  jobs. 

I.  Use  of  Recycled  Funds  (Section  2, a, 7) 

CEI  intends  to  continue  recycling  the  funds  on  additional  defense  conver- 
sion projects  for  as  long  as  there  is  a  need  for  such  financing.  When  fund 
availability  exceeds  the  demand  from  defense  conversion  opportunities,  CEI 
will  continue  to  make  the  financing  available  to  other  businesses  in  the 
project  area  under  the  same  terms  and  conditions.  CEI  will  focus  the  funds  on 
manufacturing  businesses  with  export  markets  and  will  strive  to  obtain  maximum 
export  potential  from  the  funding.  CEI  intends  to  continue  serving  as  a  not- 
for-profit  source  of  business  financing  into  the  future. 

J.  Degree  the  Local  Share  Exceeds  25%   (Section  2, a, 8) 

CEI  is  investing  $700,000  of  its  capital  into  the  loan  pool  and  area  banks 
are  investing  $8.1  million.  Combined,  these  funds  represent  an  81%  share  of 
the  loan  pool  funds.  If  the  bank  funds  are  not  considered  in  determining  the 
matching  ratio,  then  CEI's  funding  alone  represents  a  26%  share  of  the  subor- 
dinated portion  of  the  loan  program. 
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IV.  OTHER  SELECTION  CRITERIA 

CEI  has  developed  the  following  section  to  correspond  to  the  Economic 
Development  Administration's  criteria  for  evaluating  proposals  for  revolving 
loan  programs  as  described  in  the  Federal  Register  dated  January  11,  1993: 

A.  Capacity  for  Effective  Management  of  the  RLF 

Founded  in  1977,  CEI  is  a  private,  nonprofit  community  development  cor- 
poration located  in  Wiscasset,  Maine,  with  a  long  track  record  of  making  in- 
vestments in  Maine  businesses  using  capital  provided  by  private  foundations 
and  public  sources.  CEI's  mission  is  to  create  social  and  economic  oppor- 
tvmities  for  Maine  people,  businesses  and  communities  primarily  through  busi- 
ness development.  The  organization  provides  financial  and  technical  assis- 
tance to  new  and  expanding  small  businesses  and  targets  employment  and  train- 
ing opportunities  to  low- income  people. 

CEI  has  worked  successfully  for  the  past  16  years  to  help  improve  the 
Maine  economy  through  business  development.  CEI's  principal  method  for 
achieving  its  goals  has  been  to  invest  money  in  businesses  that  made  a  commit- 
ment to  incorporate  one  or  more  of  CEI's  economic  improvement  goals  within 
their  business  mission.  When  there  was  no  such  business,  CEI  helped 
entrepreneurs  to  organize  them. 

Sixty- five  public  and  private  institutions  have  endorsed  CEI's  activities 
and  mission  through  financial  commitments.  The  chief  donors  include:  UNUM 
Charitable  Foundation,  Ford  Foundation,  MacArthur  Foundation,  Farmers  Home  Ad- 
ministration, Department  of  Health  and  Human  Services,  national  churches,  and 
state  agencies.  CEI  has  converted  much  of  these  financial  commitments,  which 
consist  of  both  grants  and  loans,  to  investments  in  for  profit  businesses. 

Throughout  Its  history,  CEI  has  been  a  major  source  of  financing  for  small 
to  medium-sized  Maine  businesses.  The  organization  has  developed  a  reputation 
as  a  professional  and  responsive  business  finance  organization  with  extensive 
linkages  throughout  the  state  to  businesses,  banks,  investors,  and  financial 
intermediaries  such  as  attorneys  and  accountants. 

CEI  has  loaned  or  invested  $22  million  in  loans  to  nearly  400  ventures, 
leveraged  $70  million  in  investment  from  other  sources,  and  helped  finance 
businesses  that  have  created  and/or  retained  approximately  5,000  jobs. 

B.  Comparative  Advantages  of  CEI  as  a  Business  Development  Organization: 

*  has  a  16-year  track  record  of  successful  small  business  lending 
with  a  qualified  staff  and  reputable  board; 

*  has  a  well-regarded  business  counseling  program,  one  of  the  larger 
in  the  state; 

*  is  able  to  leverage  private  foundation,  other  federal  funds  and 
bank  capital  deals  as  needed; 

*  has  an  extensive  outreach  program  in  the  region  and  is  very 
familiar  with  all  the  bankers  and  financial  intermediaries; 
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*  has  an  extensive  portfolio  of  investments  in  the  region  (400 
loans)  and  a  familiarity  with  the  needs  of  a  large  number  of 
businesses  in  the  region; 

*  has  six  offices  throughout  the  region  -  Wiscasset,  Rockland, 
Portland,  Ogunquit,  Sanford  and  Augusta.  We  are  looking  at  a  Kit- 
tery  branch  as  well; 

*  has  extensive  experience  in  working  with  persons  seeking  self- 
employment  opportunities  and  starting  small  businesses.  CEI 
operates  the  largest  program  in  Maine  and  possibly  nationwide; 

*  has  a  consulting  program  run  by  an  industrial  engineer  with  exten- 
sive credentials  working  for  a  defense  manufacturer; 

*  has  an  in-house  training  coordinator  with  extensive  linkage  to  all 
of  the  training  providers  in  the  region; 

*  has  five  loan  officers  and  three  business  counselors  with  exten- 
sive experience  in  working  with  Maine  companies.  The  organization 
has  had  almost  no  turnover  and  staff  represents  scores  of  years  of 
collective  experience  in  working  with  Maine  companies; 

*  has  existing  cooperative  agreements  and  joint  projects  with  other 
organizations  working  with  defense  contractors  including  the  Cen- 
ter for  Technology  Transfer,  the  Economic  Conversion  Project,  and 
Maine  Science  and  Technology  Foundation; 

*  has  exporting  experience  -  founded  and  owns  part  of  one  of  Maine's 
most  successful  export  trading  companies.  CEI  has  also  done  some 
product  development  work  in  Eastern  Europe. 

C.  Loan  Administration  and  Board  of  Directors  with  Broad  Community 
Representation 

CEI  is  governed  by  a  15 -member  Board  of  Directors  that  represents  a  broad 
diversity  of  the  community  including  bankers,  small  business  owners,  senior 
management  of  larger  businesses,  chief  executive  officers  of  state  level  and 
community-based  not-for-profit  organizations,  and  academic  institutions.  The 
board  is  also  diversified  gender-wise  with  a  majority  of  its  members  being 
female.  See  Appendix  for  Board  Profile. 

D.  Staff  Capacity 

CEI  has  25  full-time  employees,  half  of  whom  are  devoted  almost  ex- 
clusively to  its  business  financing  and  business  counseling  programs.  Five  of 
these  employees  are  loan  and  investment  officers  performing  credit  analysis 
and  financial  packaging  services.  All  loan  and  investment  officers  have  sub- 
stantial experience  in  small  business  finance  in  both  the  private  for  profit 
and  not-for-profit  sectors.  The  three  ranking  loan  officers  have  extensive 
credit  and  deal  making  experience  with  banks  and  venture  capital  companies. 
CEI  also  retains  the  financial  packaging  services  of  James  Maxwell  of  Southern 
Maine  Financial  Resources,  who  has  provided  SBA-504  consulting  services. 
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CEI  uses  competent  and  experienced  outside  counsel  to  prepare  all  of  its 
loan  closing  documentation  and  has  an  In-house  portfolio  monitoring  and  col- 
lections staff  to  monitor  its  loans.  There  is  an  early  credit  watch  system  in 
place  to  enable  the  loan  officers  to  evaluate  problem  loans  before  they  get 
out  of  control  and  help  bring  the  appropriate  resources  to  the  company  to  get 
it  back  on  course.   See  staff  resumes  in  Appendix. 

E.  Efficient  Procedures 

The  organization  has  an  Investment  Committee  that  meets  as  needed  to 
review  and  approve  all  investments.  This  committee  consists  of  board  members 
with  extensive  business  development  and  loan  evaluation  experience.  CEI  has  a 
conflict  of  interest  policy  that  prevents  board  and  committee  members  from 
participating  in  the  discussions  or  votes  on  deals  that  may  have  any  connec- 
tion to  their  own  businesses  or  institutions. 

F.  Strategy  for  Relending  to  Advance  EDA's  Mission  on  a  Long-Term  Basis 

As  indicated  earlier,  CEI  intends  to  continue  recycling  loan  repayment 
funds  to  defense  conversion  activities  until  the  supply  of  funds  outstrips  the 
demand.  After  that  time,  repayment  funds  will  be  directed  toward  other 
manufacturing  business  with  an  export  focus.  This  is  in  support  of  CEI's 
long-range  goal  of  helping  Maine  companies  export  internationally,  thereby 
generating  additional  cash  flow  to  the  community  to  help  support  the  growth 
and  development  of  local -market  businesses. 

G.  Demonstration  of  Adequate  Resources  to  Administer  Program 

CEI  has  been  building  its  capital  base  for  over  16  years  and  currently  ob- 
tains more  than  60%  of  its  operating  funds  from  internally  generated  income 
from  its  own  assets.  The  rest  of  its  operating  funds  come  from  a  variety  of 
public  and  foundation  grants  and  administrative  contracts.  The  organization 
currently  has  an  operating  budget,  net  of  investment  activity  and  reserves,  of 
approximately  $1.8  million.  CEI  is  financially  very  strong  and  is  able  to 
spend  substantial  resources  each  year  in  research  and  development  activities 
designed  to  help  the  organization  continue  to  provide  the  Maine  small  business 
community  with  state-of-the-art  business  financing  services.  Financial  state- 
ments will  be  provided  as  required. 

V.  BUDGET  AND  PRO  FORMA  FINANCIAL  STATEMENTS 

CEI  expects  to  earn  a  minimvun  of  five  percent  on  all  loan  and  cash  on 
deposit,  and  maintain  a  75  percent  involved  portfolio.  We  expect  to  be  fully 
loaned  over  24  months  at  an  EDA  lending  value  of  approximately  $333.33/ 
quarter.  The  earnings  from  EDA  loan  funds  of  approximately  $100,000/year  will 
contribute  to  loan  management,  marketing,  technical  assistance  and  administra- 
tive costs.  A  pro  forma  statement  involving  $2  million  of  EDA  fxinds,  $100,000 
in  earnings,  and  $700,000  in  CEI  capital  will  be  submitted  with  the  final  ap- 
plication. 
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/ntemal  RevwiueScrvfco 
District  Director 


Department  of  t/io  Treasury 

p.  0.  Box  9107 
Booton,    HA        0?J>.0'^ 


Djto: 


OCT  3  .1  1979 


Coa-stal  Eaterpriees,    Inc. 
kS  Front  Street 
Bath,   HE       0^530 


Deax  Applicemt: 


Our  L»t!^  Dil-Kl: 

Novonbor  a,    1979 
fNwTxxi  to  Cc-nt-vct: 

E.   Wadoeki 


6l7-22>')2'i-' 


Determination  Letter  79-2-OS2 


This  Bodlfies   our  letter  of . the  aboye  date   in  which  ue   stated   that 
you  would  be   treated  aa  an  orgaaizatlon  which   is   not   a  private   foundation 
until   the  expiration  of  your  advance   ruling  period. 

Based  on   the   infoncation  you  subaitted,    we   have  deter=ined   that  you 
are  not  a  private   foundation  within   the  ceaning  of  section  509(a)    of   the 
Internal  Revenue  Code,    becaose  you  are  an   organization   of   the    type  described 
in  o'ection   ITOvb)  UMA)  Cvl;  ^ypm.  execpt  status  under  section  501(c)(3)    of  the 
code   is   still   in   effect.      509(a)Cl) 

Grantors  and  contributors  nay  rely  on   this  deteraination  until    the 
Internal   Revenue  Service  publishes  notice    to    the   9ontrary.    Hoyever,    a 
grantor  or  .a  contributor  tay  not   rely  on   this   deteraination   if  he   or  she  was 
in  part   responsible   for,    or  was  aware   of     the   act  or  failure   to  act   that 

resulted  in  your  loss   of  section      ^9(b.){1) status,    or  acquired 

knowledge   that   the   Internal  Revenue  Service   had   eiven  notice    that  you  would 
b«   removed  fron  classification  as  a  seotioa      509Ta;(1; organization. 

Because   this   letter  could  help   resolve  any  questions  about  your  private 
foundation  status,    please  keep  it   in  your  permanent   records. 

If  you  have  any  questions,    please   contact    the   person  whose  naao  and 
telephone  nunber  are   shown  above. 


cc:      Hichael  F.   Haatronardi,   Esquire, 
Attorney 
P.   0.  Box  leit 
YariDOuth,    HE       0^9^ 


Sincerely  yours. 


District  KLrtJctor 


You  qualify   for  otatuo  509('v)(l)    because   you   arc   described   in  ooction 
170(b)(l)(A)(vi)    of   the   Internal   Revenue  Code. 


K  Fodoral  BldQ.,  Bo3lon,  M.133.     022O3 


UHcr    1050(00)  (7-77) 
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Survey  of  Defense  Manufacturers 

In  the  suinnier  of  1993,  Coastal  Enterprises,  Inc.  conducted  a  intensive  survey 
of  27  Maine  businesses  (2A  of  which  were  manufacturers)  with  some  defense- 
related  business  as  either  prime  contractors  or  subcontractors.  This  study 
was  funded  by  the  Maine  Science  and  Technology  Foundation.  The  purpose  was  to 
help  determine  the  types  of  assistance  such  firms  might  need  as  part  of  the 
defense  conversion  effort.  Although  this  was  not  a  scientific  sampling  of 
firms  and  the  data  cannot  be  extrapolated  to  other  firms,  it  provides  con- 
siderable insight  into  the  needs  of  these  firms.  All  but  two  of  the  surveys 
were  personal  interviews  with  the  CEO,  executives,  and/or  marketing  manager  at 
the  place  of  business. 

Preliminary  data  results  are  as  follows: 

The  degree  of  dependency  on  defense-related  sales  varied  significantly  among 
the  firms,  but  a  little  over  one -half  of  the  firms  reported  that  10  percent  or 
less  of  their  sales  were  to  defense  markets.  Approximately  one-quarter 
reported  a  defense  dependency  of  between  15  and  50  percent  of  their  sales  and 
approximately  one -quarter  reported  sales  to  the  defense  department  of  greater 
than  50  percent  of  their  total  sales.  Although  any  loss  of  sales  can  have  a 
negative  impact  on  a  business,  it  likely  that  of  the  sample  companies  studied, 
only  the  approximately  50  percent  of  the  companies  reporting  more  than  10  per- 
cent of  their  sales  as  being  defense -dependent  could  be  considered  highly 
vulnerable  to  direct  defense  cutbacks. 

A  majority  of  the  companies  were  principally  subcontractors  for  defense- 
related  projects.  Only  about  30%  of  the  firms  had  principally  prime  defense 
contracts.  Generally,  the  greater  percentage  of  sales  devoted  to  defense  con- 
tracts, the  fewer  customers  the  company  had.  This  made  them  even  more  vul- 
nerable to  a  cut-back  in  sales  from  a  small  number  of  customers. 

There  is  considerable  optimism  among  most  of  these  companies  to  be  able  to  ex- 
pand their  commercial  markets.  Over  80%  of  the  respondents  reported  that  the 
current  markets  for  their  products  were  growing  and  all  but  one  company  saw 
clear  opportunities  to  expand  in  non-defense  markets.  Sixty-percent  of  the 
respondents  were  currently  involved  with  R&D  for  commercial  markets. 
However,  companies  tend  to  overstate  their  capacities  in  response  to  questions 
about  market  prospects. 

The  greatest  weakness  regarding  diversification  was  financing.  One-third  of 
the  firms  reported  that  the  lack  of  financing  was  a  weakness  for  their  company 
in  pursuing  new  commercial  markets.  Many  of  the  companies  reported  that  they 
could  not  obtain  the  financing  needed  to  purchase  new  equipment  to  help  them 
diversify  or  to  finance  the  costs  of  inventory  and  receivables  to  finance 
growth.  One  company  reported  that  it  was  vulnerable  because  it  was  highly 
leveraged  and  would  have  to  incur  debt  to  grow. 

The  second  greatest  impediment  to  diversifying  was  attributed  to  problems  in 
identifying  and  addressing  new  markets.  Problems  ranged  from  having  too 
limited  internal  capacity  for  market  development  to  not  having  enough  capital 
to  implement  a  marketing  strategy  if  they  developed  one.  Another  impediment 
was  the  lack  of  new  technology.  Many  firms  reported  the  need  to  upgrade  to 
new  technologies  but  had  the  lack  of  internal  resources  to  do  so.  Over  40%  of 
the  firms  reported  that  financing  was  the  biggest  barrier  to  conducting  R&D. 
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There  was  some  concern  about  the  lack  of  capacity  of  financial  institutions  to 
deal  with  manufacturing  firms  and  their  special  financing  needs.  Companies 
suggested  that  more  cash  support  and  loan  guarantee  capacity  were  needed  to 
assist  in  their  conversion  efforts.  Some  companies  were  concerned  about  the 
ability  to  develop  the  market  analyses  and  business  plans  required  to  satisfy 
potential  creditors.  There  was  also  some  concern  that  funding  other  than  debt 
financing  might  be  required  in  some  of  these  companies  because  some  had  too 
weak  a  capital  structure  to  support  more  debt  and  some  of  the  uses  of  financ- 
ing, R&D  and  market  analysis/development,  for  instance,  were  not  appropriate 
for  debt  financing. 

A  significant  number  of  the  defense  contractors  sold  their  products  outside  of 
Maine.  Nearly  60  percent  of  the  companies  had  at  least  90  percent  of  their 
sales  outside  of  Maine  and  a  majority  of  the  companies  had  a  majority  of  their 
sales  outside  of  New  England.  These  businesses  are  clearly  generating  a  sig- 
nificant amount  of  trade  exchange  for  Maine  and  New  England.  Although  the 
firms  are  doing  a  good  job  of  selling  throughout . the  United  States,  there  is 
very  little  international  exporting  by  these  firms.  Twenty- four  firms  (85%) 
reported  that  less  than  10%  of  their  sales  were  to  export  markets.  This  indi- 
cates a  business  opportunity  to  stimulate  export  sales  among  these  types  of 
companies . 

The  survey  developed  considerable  background  information  about  the  technologi- 
cal needs  of  these  businesses  to  assist  them  in  their  efforts  to  diversify  and 
reduce  their  dependency  on  the  defense  industry. 
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CEI  STAFF  RESUMES 


Management 


PRESIDENT:  Ronald  Phillips.  M.Div.,  Union  Theological  Seminary.  Prin- 
cipal founder  of  CEI;  formerly  Associate  Director,  Interfaith  Center  on  Cor- 
porate Responsibility,  National  Council  of  Churches,  NYC.  Provides  overall 
supervision  and  management  of  projects,  and  is  chief  liaison  to  funding 
sources.  He  has  extensive  experience  in  program  management,  resource  develop- 
ment, national  and  investment  policy  development  and  serve  on  such  boards  as 
the  National  Congress  for  Community  Economic  Development,  Association  for  En- 
terprise Development,  and  Maine  Human  Resource  Development  Council. 

OFFICE  MANAGER:  Alice  A.  Hudyberdi.  Assists  President;  supervises  Of- 
fice Asst.;  assists  in  overall  office  functions  and  administration;  respon- 
sible for  board  communications  and  development;  provides  extensive  word 
processing  and  some  desktop  publishing  assistance  to  all  staff.  Previously 
Office  Manager,  Hayes -Williams  Inc.,  New  York;  Executive  Secretary,  M.L.  Shel- 
don Co. ,  New  York. 

OFFICE  ASSISTANT:  Matthew  J.  Hunt.  Previously  Telecommunications  Sys- 
tems Maintenance  Specialist,  United  States  Air  Force;  self-employed 
import/export  agent.  Provides  secretarial  support  for  all  staff;  assists  in 
maintaining  computer  network. 


Loans  &  Investments 

CHIEF  FINANCIAL  OFFICER:  Blakeslee  Brown.  B.S./CFA,  M.  BA,  University 
of  Pennsylvania,  had  12  years  of  banking  experience  prior  to  joining  CEI.  He 
has  overall  responsibility  for  CEI  loans,  investments  and  all  aspects  of 
portfolio  management,  supervision  of  Loan  Officers  and  Accounting  Department. 
He  staffs  the  Board  of  Directors'  Investment  and  Finance  Committees.  He  has 
successfully  managed  CEI's  portfolio  and  negotiated,  completed,  and  monitored 
CEI  participation  in  P.R.I. s. 

LOAN  AND  INVESTMENT  OFFICER:  Nathaniel  Henshaw.  M.B.A.,  Duke  Univer- 
sity. Prior  to  joining  CEI,  he  worked  for  two  venture  capital  firms  in  North 
Carolina  and  served  as  Assistant  to  the  President  of  Chemical  Venture  Capital 
in  New  York  City.  He  has  successfully  negotiated  and  completed  CEI's  par- 
ticipation in  55  ventures.  He  has  completed  several  equity  financings  for  CEI 
and  will  continue  this  work  as  General  Partner  of  the  venture  capital  fund 
managed  by  CEI  Venture ,  Inc . 

LOAN  OFFICER:  Helen  Scalia.  B.S.  New  York  University.  Formerly  Asst. 
Manager,  Lower  East  Side  Credit  Union,  NYC.  Assists  the  Chief  Financial  Of- 
ficer in  all  aspects  of  the  Enterprise  Development  Fund  management,  including 
loan  screening,  analyzing,  closing  and  monitoring.  She  is  also  working  with 
Project  Developers  on  Projects  NAME  and  SOAR. 
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LOAN  OFFICER:  Phebe  Meek.  B.A.  Middlebury  College.  Formerly  Branch 
Manager,  Peoples  Heritage  Bank  and  trainer  at  Maine  Credit  Union  League  and 
Mass.  Dept.  of  Mental  Retardation.  Assists  the  Chief  Financial  Officer  in  all 
aspects  of  the  Enterprise  Development  Fund  management,  including  loan  screen- 
ing, analyzing,  closing,  technical  assisting  and  monitoring.  She  is  also 
working  with  Project  Developers  on  Projects  NAME  and  SOAR. 

LOAN  &  INVESTMENT  OFFICER:  Kate  McDonald.  B.A.  University  of  Pennsyl- 
vania, M.B.A.  New  York  University.  Formerly  Director  of  Lending,  Eastern 
Maine  Development  Corporation;  Assistant  Vice  President,  AMEV  Venture  Manage- 
ment Inc.,  New  York.  Handles  both  debt  and  equity  investments,  performing 
loan  screening,  analyzing,  closing,  technical  assisting  and  monitoring. 

LOAN  ADMINISTRATOR:  Irene  M.  Grondin.  B.S.  Education,  and  Certificate 
of  Management,  University  of  Maine.  Formerly  Computer  Systems  Manager  for 
Austin  Association,  CPA's;  Business  and  Office  Manager,  A.L.  &  H.  Professional 
Associates,  Inc.  Works  with  lending  staff  in  screening,  processing,  monitor- 
ing and  administration  of  CEI's  loan  portfolio.  -  ..  . 

Accounting 

ACCOUNTING  MANAGER:  Marcia  Wilson.  Burdette  College,  Boston.  Manages 
organization's  accounting  and  cash  management  activity,  including  management 
and  funder  reporting.  Formerly  Bookkeeper,  Boothbay  Region  Fish  &  Cold 
Storage. 

ACCOUNTING  ADMINISTRATOR:  Jenni  Dixon  Rivers.  Maintains  CEI's 
automated  loan  billing  and  accounts  payable  systems. 

ACCOUNTING  ADMINISTRATOR:  Leslie  Malone.  B.S.,  University  of  ME, 
Machias.  Administers  flexible  benefits  program  and  corporate  insurance 
policies.  Generates  financial  reports,  prepares  biweekly  payroll  and  performs 
other  general  accounting  duties.  Previously,  bookkeeper,  Poole  Brothers  Lum- 
ber, Boothbay  Harbor. 

Programs 

SENIOR  PROGRAM  OFFICER,  Human  Resources:  Kathleen  J.  Kearney.  B.A.  Ver- 
mont College.  Packages  venture  employment  training  programs,  negotiates 
hiring  commitments,  ensures  access  of  AFDC,  disabled,  low- income  opportunities 
created  by  CEI  development  activities.  Fosters  partnerships  with  federal, 
state  and  local  job  training,  education  and  social  services  support  systems. 
Member  AFDC  Advisory  Council  since  1984.  Previously,  Program  Manager  and  Job 
Developer  for  CED  Jobs  Training,  Bath,  ME.  Formerly  special  education  aide 
for  Nobleboro,  ME  and  secretary/  bookkeeper  of  family  business  in  Round  Pond, 
ME. 

PROJECT  COORDINATOR:  Lisa  Martin.  B.A.,  University  of  Maine.  Performs 
following  duties  for  three -year  Project  SOAR:  coordinates  and  packages  human 
services,  education,  employment  and  training  resources  in  Androscoggin  County 
for  the  benefit  of  AFDC  participants  of  Project  SOAR.  Provides  case  manage- 
ment services;  acts  as  liaison  with  business  and  economic  development  or- 
ganizations . 
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PROJECT  ASSISTANT:  Emily  R.  Brettner.  B.A.,  University  of  Rochester. 
Responsible  for  monitoring  and  tracking  compliance  with  employment  training 
agreements,  data  collection  and  entry  for  reporting  purposes.  Documents  low- 
income  impact;  maintains  program  records.  Serves  as  information  and  referral 
resource  for  businesses,  education  and  training  providers;  supports  internal 
and  program- related  human  resource  issues. 

PROJECT  COORDINATOR:  Art  Stevens.  B.A.  Behavioral  Science,  Univ.  of 
Maine,  Presque  Isle.  Performs  following  duties  for  three -year  Project  JUMP: 
coordinates  and  packages  human  services,  education,  employment  and  training 
resources  in  York  County  for  the  benefit  of  AFDC  participants  of  Project  JUMP. 
Acts  as  liaison  with  business  and  economic  development  organizations. 
Formerly  job  developer  with  Creative  Systems. 

SENIOR  PROGRAM  OFFICER,  Microenterpr ise  and  Women's  Business 
Development:  Ellen  F.  Golden.  BA,  Barnard  College.  Currently  enrolled  in 
Masters  Program,  Public  Policy  and  Management, .University  of  Southern  Maine. 
Responsible  for  research,  program,  and  policy  development  with  respect  to 
women  business  owners,  including  seminars  for  women  business  owners,  training 
for  small  business  counselors,  data  development  regarding  access  to  technical 
assistance  and  credit  and  participation  on  AFDC  Task  Force  on  Self- 
Employment.  Co-recipient  of  SEA  Women  in  Business  Advocate  of  the  Year  for 
Maine  In  1987;  member,  Maine  Commission  for  Women;  Vice  Chair,  Maine  Women's 
Lobby.  Previously,  self-employed  artist,  Wiscasset,  ME;  production  assistant, 
Oxford  University  Press,  NYC. 

SENIOR  PROGRAM  OFFICER,  Policy  and  Research  Development: 
Carla  Dlcksteln.  B.A.  Smith  College;  Masters  Planning,  University  of 
Minnesota;  Ph.D.  University  of  Pennsylvania,  has  over  15  years  experience  in 
economic  and  community  development.  She  presently  manages  CEI's  Environmental 
Industries  Project  and  does  other  policy  and  developmental  work  concerning 
economic  diversification  and  conversion  of  defense -dependent  businesses  to 
commercial  markets. 

SENIOR  PROGRAM  OFFICER,  BUSINESS  COITOSELING:  James  A.  Burbank  II.  B.A. 
(Physics)  William  College.  Directs  CEI's  Small  Business  Development  Center. 
Has  guided  over  2000  micro  businesses  through  start-up  and  growth  and  provided 
management  training  to  over  200  low- Income  individuals  starting  their  own 
businesses  through  one-on-one  counseling,  management  workshops,  and  small 
business  courses  within  the  state's  University  and  Technical  College  Systems. 
Formerly  Executive  Staff,  Bath  Iron  Works.  Also  Instructor  in  business 
management.  University  of  Southern  Maine  Adult  Education  program. 

PROGRAM  OFFICER,  Business  Counselor:  Constance  Maglstrelli.  B.M., 
Lawrence  University,  Appleton,  WI ,  MBA,  Northwestern  University,  Evanston,  IL. 
Provides  one-on-one  business  counseling  services  through  CEI's  Small  Business 
Development  Center;  assists  self-employed  small  businesses  with  start-up  and 
growth.  Ten  percent  of  clients  are  from  disadvantaged  populations.  Pre- 
viously, Assistant  Director,  Mid-America  International  Agri-Trade  Council; 
Project  Consultant,  Lekotek;  Assistant  Director  &  Advisor,  Office  of  Career 
Services,  Harvard  University. 


263 


February  1993 


COASTAL  ENTERPRISES,  INC. 
BOARD  OF  DIRECTORS  AND  OFFICERS 


Officers 

Annee  Tara 
Chair 


Sally  Davis 
Vice  Chair 


Sally  Haggerty 
Secretary 

James  Pierce 
Treasurer 


Resicience 

So.  Freeport 
784-2385 


Brunswick 
800/442-2092 


Brunswick 
725-6506 

Topsham 
725-4371 


Halcyon  Blake 
Member -At -Large 

Bath 
442-7909 

Directors 

Samuel  Davidson 

So.  Portland 
773-7122 

Michael  Finnegan* 

North  Edgecomb 
443-5573 

Jeffrey  Klivans* 

Camden 
621-3460 

Ann  Naimie 

York 
363-1066 

Betty  Olson* 

Gorham 
776-7559 

Carol  Plumraer* 

Falmouth 
770-3108 

Diana  Scully 

Hallowell 
622-2310 

Gillian  Sloat 

Portland 
874-5900 

Occupation/Affiliations 

Manager,  Ctr.  for  Occupational  Health 
&  Safety,  Central  Maine  Vocational 
Technical  Institute;  BOD,  Freeport  Comm. 
Services,  Housing  Task  Force;  BOD, 
Freeport  Housing  Trust,  Inc. 

Tech.  Asst ./Training  Coord.,  Displaced 
Horaemakers  Program.  Consultant,  child 
abuse  prevention  programs;  counseling 
displaced  homemakers. 

Bath-Brunsv;ick  Child  Care  Services; 
Voc.  Ed.  Advisory  Comm.  on  Child  Care. 

Exec.  Dir. ,  Independence  Assoc.  Consul- 
tant 6.  staff  to  Gov.  Comm.  on  Sup- 
ported Eraplymt.;  Member,  State  Devel- 
opment Disabilities  Council 

Owner,  Halcyon  Yarn.  VP  BOD,  Women's 
Business  Development  Corp.  (WBDC) 


Founder/President,  Davidson  Associates, 
consulting/CPA  firm.   Member,  BOD, 
Finance  Authority  of  ME. 

Vice  President,  Key  Bank  of  So.  Maine; 
Member,  Boothbay  Region  Jaycees . 

Asst.  Professor  of  Business,  Univ.  of 
ME,  Augusta. 

Economic  Development,  York.   Member, 
BOD,  York  Economic  Dev.  Authority 

Regional  Vice  President,  Casco  Northern 
Bank,  Portland 

Regional  Director,  UNUM  Life  Insurance 
Company . 

Private  consultant  specializing  in  pub- 
lic policy.   Staffs  Maine  Indian  Comm. 

VP  for  Community  Banking,  Fleet  Bank, 
Portland;  Certified  SBA  Lender. 


Lee  Surace 
Daniel  Thompson"- 


Freeport 

Wiscasset 
882-8200/8093 


VP,  Finance,  and  Treasurer,  L.L.  Bean. 
Comprehensive  Planner,  Town  of  Wiscasset 


^Members  of  the  Investment  Committee 
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PROGRAM  OFFICER,  Business  Counseling:  William  Bradshav;  Swanson.  B.A. 
(Psychology),  University  of  Maine  at  Orono;  M.B.A.,  Whittemore  School  of  Busi- 
ness and  Economics,  University  of  New  Hampshire,  Durham.  Works  directly  with 
small  business  owners  and  managers  In  Kennebec  and  Knox  Counties  on  matters 
relating  to  business  start-up,  survival  and  expansion.  Provide  one-on-one  and 
small  group  business  planning  and  management  assistance  v/ith  emphasis  on 
management  skill  building.  Plan  and  deliver  regional  small  business  training 
workshops.  Currently  Team  Leader,  MSBDC  Quality  Service  Initiative  Steering 
Council.  Former  General  Manager,  Barn  Masters  Inc.;  Developer  and  Director, 
New  Ventures  North  Small  Business  Incubator;  Business  Analyst,  New  Hampshire 
Small  Business  Development  Center,  Adjunct  Faculty,  Westbrook  College,  Ken- 
nebec Valley  Technical  College. 

OFFICE  ASSISTANT:  Tvrell  A.  Thomas.  Performs  clerical  and  secretarial 
duties  for  the  SBDC  Business  Counselors;  provides  back-up  secretarial  duties 
for  other  staff. 

Housing 

SENIOR  PROGRAM  OFFICER,  HOUSING:  Howard  Dupee .  B.A.,  University  of  Con- 
necticut, had  eleven  years  of  experience  housing  development  before  coming  to 
CEI.  He  is  responsible  for  CEI  housing  activities  including  developing  affor- 
dable housing,  managing  the  Housing  Revolving  Loan  Fund  and  providing  techni- 
cal assistance  to  other  nonprofit  groups  active  in  creating  affordable  hous- 
ing. He  oversees  the  activities  of  the  CEI  affiliate,  CEI  Housing  Inc.,  and 
supervises  CEI  housing  staff.  Formerly,  Development  Director,  York -Cumber land 
County  Development  Corporation. 

HOUSING  PROJECT  COORDINATOR:  Anne  Greacen.  M.S.,  University  of  Connec- 
ticut, has  over  15  years  experience  in  program  development  and  coordination  of 
community  and  health  services.  She  is  currently  coordinating  a  faith-based 
community  loan  fund  and  integrating  community  and  social  services  into  a 
variety  of  housing  projects. 
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YORK  COUNTY  COAST  STAR 


VOL  29  NO   t1 


WEDNESDAY,  MARCH  17.  1993 


A  weekly  newspaper  publishes  tor  me 


York  Courtty  Sifico  I 


SOUTHERN 


SEVEN  SECTJONS/lOJ  PAGES 
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Defense  downsizing  could  be  an  opportimity 


By  MIehaei  KatlnS 

OCUNQUIT  -  Pofiimouih  Nivjl 
Shipyard  mas'  be  ufe  from  the  tin  of 
recommended  iniljtiry  b»ie  closurei  for  ihe 
time   being,    bui    the   ftiture    remain*   un- 

Thal'i  why  ■  non-profii  corpontion 
whoie  lob  ij  to  ipur  economic  growth  tnd 
divenilicaiion  held  a  meeung  lui  w«k  in 
Ogunijuii  to  mjLe  ran  people  in  York 
County  are  tsv»Tz  that  n  cuiu. 

Co&sul  Enierpniei  Inc  of  \VUc3MCt,  • 
private  eommoniry  devrlopmem  corpora- 
lion  serving  jouihem  Mame.  providei  fi- 
nancial   and    iMhnical    uiutance    for   ihe 


I  tnd  ezpanaion  of  induiiriei, 
euei.  housing  and  locial  jer- 


•nday  morning  guest  paneliit  Suiie 
Schiveppe,  dlrecior  of  the  Mune  Economic 
Coni'enioo  PrT>ject,  nid  that  the  milita/y 
downjuing  ihii'i  ularg  place  in  Maine 
and  arotjrid  the  eouatry  doesn't  have  to 
raaa  diiajter. 

"It  docin'i  have  to  be  a  lou  of  Jobs." 
ihe  taid.  "It  could  be  an  opportunity," 

Noting  thai  33,000.  or  8  percaW  of 
Majne'i  *ork  foice  is  employed  in 
defenic-filated  jndtjstn«,  Schureppe  uid 
It's  impotuni  to  aisume  that  more  delciue 


cuts  ire  inrv'iuble. 

•We  need  to  redirect  from  defense  to 
civflron  menial,  transponatlon.  healihnte 
and  other  new  induitnaJ  oppomjnitiei," 
She  said. 

Like  CEi,  Sch*eppe'j  orpniiaiion, 
which  a  based  in  Falmouth,  is  pritiunly 
involved  with  encoungmg  the  diver- 
jificaiion  of  Maine's  economy  through  the 
development  and  eipansioa  of  mull  busi- 
nesses. 

As  an  adminiiOTiof  for  the  Small  Busi- 
ness  Adminiiiration'i   304   procram,   CEI 
helps    businesses   acquire   lou-cosl.    fued- 
raie.  lonE-term  loans  of  up  to  5750,000. 
In   deciding    which   prajecu   to   pursue 


funding  for.  CH  jrfacei  a  lot  of  «'ei£hi  on 
those  »hich  wtJI  create  or  lusoin  jobs  for 
people  who  now  fall  into  the  catepory  of 

According  to  CD  president  Ronald  Phil- 
lips, 90  persetit  of  all  Mamen  »orl:  at 
imall  busineuei  which  average  around  20 
employees- 

Uiing  taoney  and  other  guarantees  frotn 
■  vaneiy  of  govemmem  and  orivjie 
sources.  CEI  is  able  to  help  small  busi- 
oesses  nin  access  to  many  forms  of  fin- 
■neing  they  might  otherwise  have  ilifficuliy 
obtammg. 


S*«  Otl« 


»,  piga 


S23.000  (o  S3OO,0OO  are  used  lo 
help  cxpaod  or  coaven  businesses 
already  io  euitence.  When  used. 
.  these  funds  also  bclp  brgei  jobs  for 
low -income  and  other  disadvantaged 

*  Venture  capital  funds  are  avail- 
able for  fast-growth  mmpanici  that 
will  likdy  see  major  growth  over  a 
five-year  period . 

*  Housing  funds  arc  available  to 
developers  interested  in  cteaiiag 
low-income  tamily  housing 

■  Sinall  Biuirtcu  Admtnatraiioo 
JW  Ptosram, 

From  Tom'i  of  Maine  in  Keti- 
ncbunl.  lo  the  Villa  Anuta  in  Kji- 
lery.  CEI  has  heJped  all  types  of 
businesses  in  York  County  get  going 
or  espjnj  over  ihc  past  five  to  10 

•■Wliai  we  want  lu  Jo  is  be  an 
economic  financing  resource  for 
busiocisci  in  York  Couniy."  PhUlipi 
Saul  "We're  very  inicresieU  in  how 
cummuniiies  divcmry  Iheit  eama- 
niics  as  a  result  of  cutbacks  and  base 


He  encourages  the  many  com- 
panies in  York  County  *hich  are 
dependent  on  defense -related  con- 
tracts to  begin  looking  u  ways  lo 
diversify  their  product  and  service 
tines.  Entrepreneurs  widi  oew  ideas 
ihould  feel  free  lo  coniaa  CEI's 
o/Tice  in  Wiscasset,  Phillips  said 

'■Despite  what  you  hear  about 
workrricos  comp.  Maine  has  a 
strong  entrepreneurial  ipirii,"  Phil- 
lips laid.  '•Maine,  eapectaJly  the 
southern  pans,  are  aitracuve  places 
Iti  Ju  businesses." 

Phillips  said  he  lltei  to  think  that 
CEI  takes  ■  holistic  approach  to 
community  development 

"We  think  of  the  whole  piciurc 
health,  education,  employment  inJ 
ticccni  housing  as  prime  eipecutions 
that  we  all  have  In  life,"  he  said 
■'When  wc  talk  about  community 
development  we're  basically  ulbng 
about  cnipuwerncni  •' 

Most  of  the  loans  har*dlcd  by  CEI 
^  doiK  in  pannership  with  a  bank 
While  CEI  might  put  up  30  to  4Q 
pcrccM  of  the  loan,  the  bank  would 


provide  aboui  50  percent,  and  the 
remaLnler  would  be  Ihe  responsi- 
bility of  the  applicant 

Phillips  encourages  people  who 
have  never  owned  their  own  com^ 
panjr  before  to  lake  some  of  ihe 
business  workshops  offered  by  either 
the  Umversitv  of  Southern  Maine  or 
the  Small  Business  Developmem 
Center  tn  Portbrul. 

Another  resource  is  Joseph  Viiko, 
a  small -business  development  coun- 
selor. II  the  Southern  Maine  Rc^ 
gional  Planning  Coiiimiuion  in  San' 
lord-  Viiko  can  be  reached  at  32*- 
0316- 

Pcople  interested  in  the  Small 
Business  Administraiion's  304  pro; 
gram  should  contact  James  Maiwcll' 
president  of  SoutJiem  Maine  Finan- 
cial Resoufces  in  Moody,  who  acu 
M  CEJ's  S8A  agent  and  liaison  YorS 

Maxwell  can  be  reached  si  646: 
was    Ctl  can  be  rcaclwd  at  882- 
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■•  YORli— More  than  $2  million  in 

■funding  from  public  and  private 
sources  wiU  be  pumped  into  tlic 
Southern  Maine  economy  by  Coas- 
tal Enterprises,  Inc.,  a  nonprofit 
community  development  corpora- 
tion based  in  Wiscasset. 

Thefundinglevels  reach  close  to 
S6  million  with  contributions  from 
Key  Bank,  Fleet  Bank,  -  People's 
Heritage,  and  Casco  Northern. 

More  than  $1  million  from  the 
private,  Chicago-based  John  D.  ' 
■    and   Catherine   T.   MacArthur 
Foundation  has  been  awarded  to  : 

cEi.  -■:;:,. ;  ■ 

iThe^  funding  is  .  "to  "empower 
local  communities  and  small  bu- 
sinesses in  economic  conversion 
and  diversification  to  create  qual-  _ 
ity  jobs]"  according  to  Ronald  Ph  il-  ~ 
lips,  CEI  president.  "Our  response 
fo  defense  cutbacks  and  recession 
is  simply  to  keep  pushing  enti-e- 
preneurship  and  job  creation. '-' 
'  •  CEI  will  use  the  loan  from  Ma- 
c.Arthur  to  provide  financial  assis- 
iance  to  small  business  defense 
subcontractors,   new  start-ups 
gpuri  off  by  "latent"  entrepreneurs 
in  defense  companies,  as  well  as 
e.xpansions  and  start-ups  of  non- 
deferise-related   companies   that 
contribute  to  diversifying  Maine's 
.p.conomy.-.      -       ■"     ■.'- 

In  a  related  award,  the  Maine 
Eiono.Tiic  Conversion'Pi'OJect  re- 
ceived a  $50,000,  two-year  gi'an: 
from  MacArthur  to  conduct  policy' 
jlevelopment  activities  as  CEi 
mo'ves  fonvard  with  its  lending 
and  technical  assistance'program 
for  small  businesses.  The  Ecc- 
riomic  Conversion  Project,  a  non- 
profit organization  in  Falmouth, 
helps  Maine's  businesses  aiid  com-" 
Inunities  overcome  the  "effects  of 
sharp  reductions  in' defense' 
spending.    ;  .■   .'.      •'.  . 

=  An  additional  $1,11)0,000  in  fund- 
ing from' three  federal  agehcies_  is 
.  teing'rnade  available  to  Sduthe'rn 
^  Maine  counties  hard  hit  by  tliere-_' 
:.. Session' ,"and  cutbacks  }in'  defense' : 
■";Spen<ling.' "^  '^:.''.[,     .';,i."j!'- 

V-S'i'rte;p.epartment  of  Health  'and  ; 
'pHufn'ari  iSeryices,  pffice'Jpr  Com-  ■ 
liiunity  'Services  (OCS),  recently 
approved  .$250,000  for  the  newly-  ," 
created  Maine  Opportunity  Pro- 
ject to  provide  financing  for  e.xpan- 
s ion  and  job. creation  at  Soleras,  - 
Ltd. -of  Biddeford,  an  advanced  . 
technology 'machine  shop   that 
serve's  a  hi^'hiy  specialized  vac- 
'uum  metal  coatin-.j  inrius;:y.  This 
non-poUutin;;  tochnoiogy   iuis  a 
variety  of  applicilions.  •"ciuilin;^ 


conijjact  disc,  ncv;  dut.'i  stor;!;4!\  .^s 
well  ns  c.xp.indins  high,  tochnolosy 
applications. 

Over  the  next  fev.'  years  Soleras 
expects  to  more  than  double  its  em- 
ployment to  as  many  as  60.  OCS  fi- 
nancing will  creato  23  ncv.'  jot)?.  Of 
these,  21  will  be  targeted  to  c;n- 
ployment,  training  and  career  op- 
portunities for  lov.-income  people. 


)di 


induui-VijAii:  to  Kamilji;.s  v.  i 
poiidc-:-.;  Ciii.'^iren  rcciijion; 
poopl!^  v;iti;  disabilities. 
"Tills  project  i;  a  timely  o 
tup.ity  to  crtile  quality  "inai- 
turing  jobs  i!i  a  disti-ossed  . 
market  area  in  So'atheni  Mai 
building  oiT  that  community'.- 
tory  a,".c  potential  as  a  strong 
I'jacturing  center,"  Phillips 
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CEI 


By  Daniel  HartiU 

TimM  Record  SLa/T 

WISCASSET  —  Seated  in  the 
front  row  at  a  White  House  reception 
last  month,  Ronald  L.  Phillips  had 
reason  be  upbeat. 

His  company,  Coastal  Enterprises 
Inc.,  was  being  recognized  by  Presi- 
dent Clinton.  After  years  of  neglect 
b^'  those  in  power  at  the  While 
House,  companies  that  help  small 
business  were  starting  to  be  appreci- 
ated. 


RONALD  L.  PHILLIPS 

Like  2,000  similar  organizations 
across  the  country,  CEI  works  with 
local  banks  and  entrepreneurs  to 
help  small  businesses  get  off  the 
ground.  A  non-profit  group  with  24 
full-time  staffers,  CEI's  main  focus  is 
generating  new  jobs,  said  Phillips, 
who  has  served  as  the  company's 
president  since  1977. 

"Maine  is  a  capiL-J-poor  state,"  he 
said.  CEI  works  to  pro^^de  gap  fi- 
nancing —  money  for  those  who 
many  times  aren't  able  to  get  a  loan 
from  banks. 


During  his  recent  trips  to  Wash- 
ington, Philb'ps  sensed  a  growing  in- 
terest on  the  part  of  government  in 
economic  development  programs.  An 
outgrowth  of  the  1960s,  these  pro- 
grams declined  during  the  Reagan 
and  Bush  administrations,  he  said. 
He  expects  Clinton's  spotlighting  of 
such  organizations  to  give  them  a 
boost. 

Many  people  don't  understand 
what  businesses  like  his  are  trying  to 
do,  he  said. 

-  ..  -Economic  development  is  rarely 
given  the  funding  it  needs  and  de- 
ser^'es,  Phillips  said.  CEI  has  coun- 
seled 4,000  businesses  since  its  in- 
ception, and  he  contends  that  the 
success  rate  of  businesses  helped  by 
CEI  is  much  better  than  the  SO  per- 
cent failure  rate  after  three  years 
new  businesses  usually  experience. 

Phillips  said  that  the  future  of 
such  programs  uill  be  in  their  abili- 
ty to  reach  out  into  the  commum'ty  in 
wa^'s  that  are  only  beginning  to  be 
tested  today. 

He  said  that  the  next  10  years  will 
be  challenging  and  programs  like  his 
must  look  at  more  than  just  the  bot- 
tom line,  increasingly  taking  into  ac- 
count the  health  benefits  employees 
receive  and  the  en\TronmentaI  im- 
pact of  businesses.  There  is  room  to 
make  money  and  be  aware  of  how 
businesses  affect  the  community,  he 
said. 

"Our  bottom  line  is  the  social  im- 
pact," Pliillips  said. 
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mtat  k  o  k  >i  a  i  .>  k 
Office  ofthk  Goveh.noh 

Al<;iMTA.  MAINK 

04:<:i:i 


JOHN  R   MCKERNAN.  JR 
GOVERNOR 


February  23,  1994 


Mr.  Ronald  L.  Phillips,  President 
Coastal  Enterprises,  Inc. 
P.O.  Box  268 
Wiscasset,  Maine   04578 

Dear  Ron: 

I  am  pleased  to  endorse  CEI's  proposal  to  the  Economic  Development 
Administration  to  establish  an  economic  conversion  revolving  loan  fund.   The 
work  of  my  Task  Force  on  Defense  Realignment  and  the  Maine  Economy  found  that 
a  revolving  loan   fund  approach  is  an  important  part  of  a  defense  adjustment 
action  plan. 

The  Defense  Adjustment  Action  Plan  for  Maine,  produced  through  the  support 
of  the  Economic  Development  Administration,  identified  a  number  of  actions 
that  could  assist  defense-dependent  Maine  businesses,  workers  and 
communities.   Preventing  the  dislocation  of  defense-dependent  workers  by 
broadening  to  markets  beyond  defense  offers  the  best  remedy  for  deep  defense 
cutbacks. 

I  am  pleased  by  CEI's  interest  in  pursuing  this  initiative.   The  action 
plan  mentioned  above  identified  the  mid-coast  and  York  County  areas  as  among 
Maine's  most  defense-dependent.   At  the  same  time,  there  are  very  limited 
resources  made  available  to  help  defense-dependent  firms  in  that  region. 
CEI's  experience  in  business  development  finance  and  its  ability  to  leverage 
significant  private  resources  through  a  consortia  of  Maine  banks  ensures  that 
this  project  will  make  a  meaningful  and  timely  contribution  to  Maine's 
defense-dependent  businesses,  workers  and  communities. 

For  these  reasons,  I  am  pleased  to  support  your  effort  to  establish  an 
economic  conversion  revolving  loan  fund. 


Sine 


JRM/rds 


f 


'U,Jt  i 


rnan,    Jr. 


"-P 


paiMiiiiix  nc  tdtii  p«n« 
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March  8.  1994 


Ronald  L.  Phillips,  President 
Coastal  Enterprises,  Inc. 
Water  Street 
P.O.  Box  268 
Wiscasset,  Maine   04578 


Dear  Ron: 


I'm  writing  to  state  that  the  Bath-Brunswick-Topsham  Economic  Development  Council 
strongly  supports  the  present  proposal  of  Coastal  Enterprises,  Inc.  to  The  Economic 
Development  Administration  -  Economic  Adjustment  Assistance  Program  to  establish  and 
capitalize  a  revolving  loan  pool. 

BBTEDC  has  been  created  through  the  efforts  of  Bath,  Bnjnswick,  Topsham  and 
community  leaders  from  this  area  to  develop  and  implement  strategies  and  programs  to 
minimize  the  impact  of  defense  industry  cutbacks,  to  maintain  existing  levels  of  employment 
and  to  create  new  job  opportunities.  As  you  know,  funding  resources  are  a  high  priority  for 
helping  businesses  to  grow  and  to  expand  job  opportunities. 

BBTEDC,  as  a  part  of  the  southern  mid-coast  area  of  Maine  targeted  in  your  application 
for  funds,  will  seek  to  develop  multiple  funding  resources  to  accomplish  its  objectives  and 
believes  your  proposed  revolving  loan  fund  will  be  an  important  part  of  the  effort  in  helping  to 
stabilize  existing  businesses  and  to  energize  formation  of  new  businesses  and  jobs. 

Please  let  us  know  how  BBTEDC  can  contribute  to  your  efforts  in  securing  favorable 
consideration  and  approval  for  your  application.  We  vitally  need  such  a  funding  resource  for 
Bath,  Brunswick  and  Topsham,  as  well  as  other  areas  of  mid-coast  Maine. 


ly  yours.  / 

jseph  G.  Hoerth,  Executive  Director 
BBTEDC 


■  JGH/bIg 

pc:       Don  Gerrish,  Brunsvwck  Town  Manager 
Lanv  Cilley,  Topsham  Tovm  Manager 
Duncan  Ballantyne,  Bath  City  Manager 
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COMMrTTUS: 

FOREIGN  AFFAJRS 
BUDGET  COMMITTEE 

wASMmsTOM  o*ncc: 

2261  Ratvudm  Houh  Omci  BurtoiN 

Wasmuiotom.  DC  20B1S-1902 

(202)  22ft-«30e 


OLYMPtA  J.  SNOWE 
2o  DirracT.  Maim 


tonqxtii  of  tfie  ^ntteb  States; 
H^ouit  of  Eepre{(entatibe{( 

BU<t)ington.  fiC  20515-1302 

February  18,  1994 


OVN  ClMMUItAHD  PUCt 

swn  3oe 

Banoo*.  me  04401-SOOO 

1207)  •46-0431 

• 

TWO  GMAT  Fauj  Pu2A 

Si»n7e 

AUIUIIM.  HE  0421O-4S13 

(2071  7ia-24BI 


Mr.  Sanford  Blitz 

District  Division 

Economic  Development  Administration 

Federal  Building 

Augusta,  Maine  04330 

Dear  Mr.  Blitz: 

I  am  writing  to  you  regarding  an  application  submitted 
to  the  Economic  Development  Administration  (EDA)  by  Coastal 
Enterprises,  Inc.  (CEI).   The  proposal  is  entitled  "Maine 
Economic  Conversion  Loan  Pool  Project",  and  is  in  response 
to  the  January,  1993  announcement  in  the  Federal  Register. 

As  I  ajTi  sure  you  are  aware,  there  is  an  immediate  need 
for  economic  re-development  "Iplans  for  communities  that  have 
a  high  economic  dependency  on  military  facilities  and 
contractors.   Maine  is  heavily  dependent  on  defense-related 
funding.   With  the  scheduled  closure  of  Loring  Air  Force 
Base  later  this  year,  threat  to  the  Kittery-Portsmouth  Naval 
Shipyard,  plus  the  prospect  of  reduced  defense  contracts  at 
Bath  Iron  Works,  Maine  needs  to  be  positioned  to  make  the 
transition  to  a  more  non-defense  related  economy. 

CEI  is  requesting  $2  million  from  the  EDA  to  provide 
financing  to  eligible  defense-impacted  businesses  and  other 
job-creating  businesses,  specifically  targeted  toward 
Maine's  southern  and  mid-coast  regions.   CEI  has  a  proven 
track  record  in  these  areas,  and  I  support  their  application 
for  funding  from  the  EDA.   Please  let  me  know  if  you  have 
any  questions,  and  I  would  appreciate  learning  of" the 
progress  of  this  application. 

Thank  you  for  your  time  and  effort  on  behalf  of  Coastal 
Enterprises,  Inc.   I  will  look  forward  to  hearing  from  you. 


109  ACAOtwr  ST. 

ftuoui  ttUL  ME  047e»-3ie6 

(207)  704-6124 


ely. 


orA-MsiApT^ 

HemheA  of   yongress 
2nd  t)iktri/tt,   Maine 


•IE  I 

ress    \ 


OJS/jrr 


fWNTlO  OH  NtCYOfO  PVSI 
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THOMAS  H.  ANDREWS 

MEMBEn  Of  CONGRESS 
FIRST  District  mmnE 


WASHINGTON  0"lC£ 
1S30  LONCMORTH  BUILOINC 

Washington   DC  20515-1901 
1202)225-6116 

District  of*iCE 
136  Commercial  Street 
Portland   ME  04  101 

1207)  772-8240 

TOD  1207)  772-8240 

1. 800-445-4092 


COMMITTEE  ON 
ARMED  SERVICES 


COMMITTEE  ON 

MERCHANT  MARINE 

AND  FISHERIES 


Congress  of  the  Bnited  States 

i^ousE  of  KqiresEntariDES 


COMMITTEE  ON 
SMALL  BUSINESS 


MAJORITY  WHIP  AT  LARGE 


February  22.  1994 


Sanford  Blitz 

District  Division 

Economic  Development  Administration 

Federal  Building 

Augusta,  Maine  04333 

Dear  Mr.  Blitz: 

Coastal  Enterprises  Inc.  recently  submitted  a  proposal  requesting  $2  Million  in  order  to 
develop  Maine  Economic  Conversion  Loan  Pool  Project  CEI  will  combine  federal 
funding  with  bank  loans  and  non-federal  funding  to  create  a  $10.8  million  loan  jxwl. 
I  strongly  support  this  proposal. 

I  appreciate  the  fact  that  the  EDA  has  determined  that  CEI  is  eligible  for  funding  under  this 
program.  CEI  has  actively  assisted  Maine  businesses  for  over  a  decade,  and  has 
administered  a  number  of  federal  programs  with  a  great  deal  of  integrity  and  success.  CEI 
has  established  a  strong  presence  in  the  areas  most  heavily  impacted  by  defense  cutbacks 
and  has  $17  million  loaned  and  invested  in  nearly  300  businesses.  I  feel  that  CEI's  proven 
experience  in  assisting  Maine's  businesses  makes  them  an  excellent  choice  to  administer  the 
Maine  Economic  Conversion  Loan  Pool. 

Thank  you  for  your  consideration  of  this  proposal. 


Tliomas  H.  Andrews 
Member  of  Congress 


THA/mdc 


PH1NTED  ON  RECYCLED  PAPER 


STATE  OF  MAINE 

EXECUTIVE  DEPARTMENT 

STATE  PLANNING  OFFICE 

JOHN  R    MCKERNAN.  JR.  STEPHEN  J   ADAMS 

GOVERNOR  DIRECTOR 

Mr.  Ronald  L.  Phillips 

President 

Coastal  Enterprises,  Inc. 

P  O  Box  268 

Wiscasset   ME    04578  February  15,  1994 

Dear  Ron: 

It  is  my  pleasure  to  endorse  CEI's  proposed  defense  conversion  revolving  loan  fund  As 
you  know,  the  State  Planning  Office,  with  the  help  of  the  Economic  Development  Administration, 
has  developed  an  action  plan  for  defense  realignment  for  Maine.  That  action  plan  points  to  EDA 
revolving  loan  funds  as  a  valuable  vehicle  to  assist  defense-dependent  Maine  businesses  and 
workers. 

I  am  encouraged  by  CEI's  interest  in  pursuing  this  initiative.  Helping  Maine  defense- 
dependent  firms  adjust  to  defense  downsizing  is  a  crucial,  and  yet  inadequately  addressed, 
precondition  to  returning  the  Maine  economy  to  a  healthy  condition.  CEI's  experience  m 
business  development  finance  and  its  ability  to  leverage  significant  private  resources  through  a 
consortia  of  Maine  banks  ensures  that  this  project  will  make  a  meaningful  and  timely  contribution 
to  Maine's  defense-dependent  businesses,  workers  and  communities 

As  past  chair  of  the  Governor's  Task  Force  on  Defense  and  the  Maine  Economy,  I 
recognize  the  importance  of  capital  to  successful  defense  conversion  It  is  with  complete 
confidence  in  CEI  and  the  structure  of  this  proposal  that  I  lend  my  solid  support  to  your  proposal. 

Sincerely, 


Stephen  J  Adams, 
Director 


184  STATE  STREET.  STATE  HOUSE  STATION  38    AUGUSTA.  MAINE  04333  TEL  (207)  389-3261  FAX  (207)  2B7-6489 
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ADMINISTRATIVE  OFFICE: 
59  Pleasant  Street 
Brunswick,  Maine  04011 
(207)  725-8797 
FAX:  (207)  725-9787 


Chamber    of   Commerce 

of  the   Bath-Brunswick  Region 


BATH  OFHCE: 

45  Front  Street 

Bath,  Maine  04530 

(207)443-9751 

FAX:  (207)  442-0808 


February  28,  199i 


To  whom  it  may  concern: 

It  is  a  pleasure  to  endorse  the  application  of  Coastal  Enterprises 
Inc.  for  funding  of  the  Maine  Economic  Conversion  Loain  Pool.   This 
revolving  fund,  should  it  be  established,  will  fill  a  ci-itical  need  in  the 
Midcoast  Region  of  Maine  which  has  been  particularly  hard  hit  by  military 
downsizing. 

As  of  this  writing,  our  area's  largest  employer  --  Bath  Iron  Works  -- 
has  cut  approximately  3,000  jobs  within  the  state.   As  a  consequence  of  the 
dislocations  resulting,  the  Bath-Brunswick-Topsham  Economic  Development 
Council  was  formed  and  has  qualified  for  a  grant  from  the  OEA  to  create  a 
Strategic  plan  for  diversification  of  the  region's  economy.   Part  of  the 
strategy  is  to  foster  the  development  and  growth  of  new,  entrepreneurial 
businesses  formed  by  technical  workers  impacted  by  the  Bath  Iron  Works 
cuts .   Another  aspect  is  to  encourage  local  subcontractors  to  develop  new 
products  and  new  markets  to  replace  work  lost.   In  both  cases,  access  to 
capital  is  absolutely  necessary,  and  CEI  will  be  uniquely  positioned  to 
assist  these  firms  should  the  loan  pool  be  established. 

As  pointed  out  in  the  summary  application,  this  region  of  Maine  has 
historically  been  disadvantaged  by  the  lack  of  economic  development 
capacity.   We  are  neither  part  of  an  established  EDA  District,  nor  do  we 
have  access  to  the  services  of  a  Council  of  Governments.   Even  while 
capacity  is  being  built  through  the  BBT  group,  CEI  has  performed  --  and 
will  continue  to  perform  --  the  vital  function  of  business  finance  and 
counselling  for  coastal  Maine  businesses.   It  has  a  proven  track  record, 
and  I  have  no  doubt  that  the  new  loan  pool  will  be  well  managed  and  succeed 
to  create  the  types  of  jobs  which  would  be  generated  if  such  assistance  as 
the  MECLP  were  provided. 

Sincerely, 


(AjIMcIa. 


Wanda  L.  Plumer 
Executive  Director 


WLP/cl 


Serving-  Bath,  Brunswick ,  Topsham,  Anowsic,  Bowdoinham,  Edgecoinb,  Georgetown,  Haipswell,  Phippsburg,  West  Bath,  Wiscasset,  Woolwich 


302 


FOREIGN  AFFAIRS 
BUDGET  COMMITTEE 

WAMIMTON  O^nct 

3209  fUriuiiN  HouH  0»nci  BurmiK) 

WAiHrfWTOM.  DC  205 1 5- 1 902 

(202)  22&-«30e 


OLYMPIA  J   SNOWE 
2o  DimifCT,  Uaini 

tonsttii  of  tf)e  ^ntteb  States; 
l^ouit  of  i&epredentattbesi 

■arijington.  3BC  20515-1902 

February  18,  1594 


DitmicT  omcit: 

• 

OMI  CUMaULMID  PLACI 

Sum  306 

Bamcoh.  me  04401-6000 

(207)  84S-0432 

• 

Two  GntAT  FauJ  PlAZA 

Som  7e 

AuiuDN.  ME  04210-8813 

(207)7aa-24SI 

• 

10S  AcjkotMT  sr 

PutSQUf  Isu.  ME  04709-3166 

(207)  764-6124 


Ronald  Phillips 

President 

Coastal  Enterprises,  Inc. 

Post  Office  Box  268 

Wiscasset,  Maine  04578 

Dear  Ron: 

Thank  you  for  writing  to  me  regarding  CEI's  application 
to  the  Economic  Development  Administration  (EDA)  for  funding 
for  the  Maine  Economic  Conversion  Loan  Pool  Project.   I 
appreciate  hearing  from  you. 

Enclosed,  please  find  a  copy  of  the  letter  I  have  sent 
to  Sanford  Blitz  of  the  EDA,  indicating  my  support  for  your 
application.   I  hope  this  will  prove  to  be  helpful  to  vou 
and  CEI. 


Again,  Ron,  thank  you  for  bringing  this  matter  to  my 
attention. 


OJS/irr 


rely. 


OLYWe^Alj:    $N0- 


3WE        I 


ongress 
'ct,  Maine 


MHWTEO  ON  (tlCYClfO  PAPER 
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ECONOMIC 

CONVERSION 

PROJECT 

P  O  Box  676 

Portland,  ME  041 04-0676 


Exeeutlvt    Director 

Susie  Schwepp« 
PH  (207)  781-3947 
FAX  (207)  781-7058 

Asaoeiate    Director 

Nicholas  S.J.  Karvonides 
PH  (207)  874-0775 
FAX  (207)  674-0576 


Board  of  Directors 

Jon  Rertman.  Chair 
Madiator/Faalitator 
Winn  Pnce 
Bath  Iran  Works 
Tom  EwaH 

Mz  Counal  o1  Churches 
Jim  Mackie 
Local  61AM 
Don  Chappell 
Policy  Devalopnwnl 
Rep  Carol  Kontos 
Maine  Legislature 
Judith  Fainslein 
Peace  Action  Mama 
Cai\a  Dickstein 
Coastal  Enterprises  Inc 
Fraziar  Kellogg 
r^esourca  Economist 
3urt  Wartsll 
Local  61AM 
Rosemarle  DaAngelis 
ME  Teachers  Assoc 
Nance  Goldstein 
USM  Dept  at  Business 
Frank  O'Hara 
Market  Dedsiona 
William  Oil! 
Pe//c/  Development 


March  4, 1994 

Mr  Sanford  Blitz.  District  Division 
Economic  Development  Administration 
Federal  Building 
Augusta,  Maine  04330 

Dear  Mr.  Blitz: 

I  »m  writine  with  enthusiastic  support  of  the  application  submitted  to  the 
LS^Sc  &Tclopmem  Admimsffalion  (EDA)  by  Coastal  Enterprises  Inc. 
?nrS5A  funS  for  the  proposed  economic  conversion  oan  pool  would 
Se CH  toie^Se signific^up^atc resources  to ^itahze revolving  loan 
SS  Snbiting  leatlTto  pix^vfding  much  needed  financmg  to  assist 
bu-siness  conversion  and  job  creation  in  Maine. 

A5  vou  know  CEl  has  a  long  and  successful  track  record  of  providing 
^^c^grd'Snfcal  assisLce  to jo^creating  -^' ^S°ioS"SEr s 
1  T/aJn*  ,»ffnrt«  which  ha\'e  created  or  retained  over  5,000  local  jobs.  i.,t.i  s 
pC^'prSe?itau?g  or  creaUng  over  1.000  more  that  might  otherwise  be 
lost  to  defense  downsizing. 

As  vou  are  also  well  aware,  reducnons  in  federal  defense  spending  have  been 
cited  by  the  State  Planning  Office  as  one  of  the  leading  causes  of  unemploy- 
ment and  a  sluggish  economic  recovery  in  Maine.  CEI  s  recent  survey  of  the 
needs  of  defense-dependent  businesses  reveals  lack  of  financing  as  the  key 
obstacle  to  success  for  businesses  seeking  to  commercialize  their  products  and 
markets  an  obstacle  that  is  especially  difficult  to  overcome  by  small  business- 
es and  e'nlreprencunal  stan-ups  spun  off  by  former  defense  employees. 

CEI  is  already  acuve  in  assisting  defense-dependent  businesses  and  workers 
in  their  transition  from  militar>-  to  civilian  enterpnse  and  is  a  umquely  qualified 
job-creation  practioncr  and  partner  with  other  private  and  public  sector 
organizations.  The  Maine  Economic  Conversion  Project  is  working  on  a 
\'ariety  of  defense-conversion  related  initiatives  with  CEI  including  the 
Technology  Extension  and  Manufacturing  Modernization  Project,  Environ- 
mental Industnes  Initiative,  and  New  England  Defense  Conversion  Planning 
and  Technical  Assistance  Project. 

In  our  \'iew,  collaborative  partnerships  with  CEI  and  other  financial  and 
technical  assistance  providers,  planners  and  policymakers,  as  well  as 
businesses,  workers,  communities  and  other  public  and  private  sector  stake- 
holders is  the  best  way  to  maximize  our  resources  and  meet  the  enormous 
challenges  and  opportunities  of  defense  conversion  and  economic  develop- 
ment. Therefore,  I  again  enthusiastically  recommend  CEI's  proposal  for  EDA 
funding  to  enable  CEI  to  deli\  er  its  financing  ser>'iccs  to  assist  the  conversion 
process. 


Very  sincerely, 

Susie  Schweppe 
Executive  Director 
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Arkansas  Enterprise  Group 

eOS  Main  Sireol.  Suite  203 
Arkadelphla,  AiXansas  71923 
501/246-9739 
501/246^2162  (lax) 


Decomber  17. 1B93 


To:      VIcki  Stein,  Rapo^a  and  Associates 

From;  Brian  Kelley.  AEG 

Ro:      Possible  EDA  Projects  .. 


VIcki.  here's  some  quick  thoughts ... 


1 .  Telecommunications.  There's  a  tot  of  conversation  around  at>ou1  the 
infonnation  superhighway.  At  the  same  time,  behind  the  hype,  there  are  some 
very  strong  capatwlities  and  potential  o(  the  telecommunication  system  to 
overcome  some  traditional  and  very,  very  serious  barriers  to  economic 
development  in  rural  areas.  Distance  and  lack  of  population  density  have 
traditionally  been  barriers  to  rural  development,  and  In  large  measure  etill  are. 
Telecommunications  represents  a  bright  light  at  the  end  of  that  tunnel.  If  there 
w/ere  ways  that  rural  areas  could  access  and  use  the  advances  in 
telecommunications  systems  to  allow  them  increased  access  to  markets,  training, 
other  firms,  consulting,  customers,  etc.  that  would  t>e  a  Wg  boon. 

This  would  suggest  a  telecomnrwnications  development  program  that  would  allow 
development  Intermediaries  to  work  alone  or  with  local  phone  companies  to  grow 
the  telecommunications  infrastructure,  just  as  EDA  has  traditionally  focused  on 
the  "bricks  and  mortar"  infrastoicture  of  water  and  sewer.  Unfortunately,  the  focus 
on  brtck  and  mortar  infrastructure  of  years  past,  while  still  relevant,  is  largely  out 
of  touch  with  the  economy  of  the  '90"s  and  beyond.  A  conimunity  can  have  a 
great  sewer  and  water  system,  but  if  they  have  no  way  to  gain  access  to  the 
modern  economy,  they  will  Ije  Just  left  behind.  That's  the  status  now.  Read  the 
Rural  America  Annals  article/journal  that  I  sent  Bob  for  background. 

The  pitch  might  be  The  New  Infrastoicture"  that  allows  rural  firms  and  schools 
and  institutions  to  become  part  of  the  2tst  century,  rather  than  being  left  behind 
in  the  10th  century,  where  most  of  the  rural  economies  are  located  now.  It  would 
Involve  fiber  optics,  teleconferencing  for  schools  and  community  colleges,  use  of 
satellite  uplinks  for  firms,  schools  and  local  governments.  The  t>eneflts  would  be 
that  local  schools  could  receive  training  from  larger  urban  universities  or  schools; 
local  government  might  attend  forums  or  set  up  regional  government  entities  that 
can  be  managed  at  less  transportation  cost;  local  flnms  would  access  customers 
and  markets  across  ttie  country  and  Internationally;  firms  coukJ  access  training 
for  ttieir  employees  for  specialiaed  processes  and  equipment. 
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And  so  forth  ..US  West  has  been  doing  some  innovative  stull  In  the  West; 
Oregon  did  some  studies  in  telecommunicalions  strategies;  the  NW  Policy  Center 
in  Seattle  has  done  some  research,  and  others  .... 

2.  Urban-Rural  Linkages.  There  have  been  several  attempts  over  the  years  at 
linking  rural  producers  with  urban  consumers,  but  my  impression  is  thai  It  has 
never  been  done  very  well  or  with  much  scale.  An  interesting  idea  would  be  to 
support  this  effort  by  facilitating  pooling  of  transportation,  or  market  access,  or 
labor  pooling,  or  even  joint  business  development.  Maybe  an  EDA/FmHA 
partnership,  though  I  realize  that  agency  partnerships  rarely  work. 

3.  Seclorat  Incubators.  EDA  has  done  work  in  the  past  In  Incubators,  but  they 
have  been  the  generalized,  "recruit  other  firms"  kind  of  open  space.  For  a  rural 
area,  the  creation  of  sectorally  specific  incubators  that  are  focused  on  a  spedtic 
rural  economic  sector  such  as  agriculture,  food  processing,  wood  production, 
etc.,  coukj  really  give  them  a  development  advantage  with  some  punch.  I'd  tdend 
the  traditional  "bulWing  focused"  incubator  with  a  way  to  purchase  specialized 
production  machinery  that  can  be  shared  by  small  firms,  There's  a  group  food 
processing  Incubator  in  Washington;  some  metal  working  firms  have  done  this  in 
Portland,  OR;  it's  a  general  Wend  of  the  incubator  idea,  familiar  to  EDA,  with  the 
•new"  idea  of  manufacturing  networks  that  has  been  growing  In  several  areas, 
NIST  among  them. 

4.  Teohnoiogy  Upgrade  and  Training.  Rural  areas  tend  to  be  the  last  in  the 
food  chain"  for  new  business  and  production  technology.  Hard  to  get  the 
equipment,  nearly  impossible  to  finance,  hard  to  get  or  train  personnel.  Anything 
that  would  set  up  a  "production  equipment  improvement"  program  would  be 
great. 

5.  Network  creation.  In  rural  areas,  the  firm  si7es  are  very  small,  and  they  doni 
have  sulfldsnt  size  or  sales  or  resources  to  compete.  To  be  able  to  obtain  funds 
to  set  up  networks  and  associations  that  couW  combine  firms,  as  has  been  done 
In  Denmark,  Italy,  and  other  places  would  be  a  big,  big  help.  NIST  has  done 
some,  but  not  a  tot,  in  this  area,  and  their  focus  is  usually  more  high  tech. 

6.  tnformetion  Based  Industries.  The  wave  of  the  future,  they  say,  is  in 
information  based  Industries.  Given  the  telecommunications  angle,  as  in  #1 
above,  there's  some  potential  to  locate  Information  based  industries  in  rural 
areas.  However,  they  are  hard  to  finance,  to  grow,  to  attract,  understand,  elc,  for 
the  traditional  experience  and  culture  of  the  rural  area  Is  commodity  based 
economies.  If  there  were  some  resources  available  to  train  rural  leaders  In 
growing  and  atlradir^g  and  supporting  Information  txised  Industries,  that  would  be 
a  big  angle  they  could  work  on.  Data  processing,  software,  engineering, 
consulting,  accounting,  fulfillment  centers,  warehousing,  etc.  all  fall  within  this 
area. 

Vicki.  I  don't"  know  if  this  helps,  i  can  get  more  specific  if  that  Is  what  is  required. 
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BEDTORD   STOyVEeAMT   tlBSTORATIOK   OORPORXTIOH 


ReKtor«tion  would  propoee  the  funding  of  Aguity  poole  to 
CDC'B  fcnd  not-for-profitB  with  existing  RLF's  with  EDA.  Th« 
equity  pools  oould  be  UBed  for  four  bbelc  purposeBi 

1)    Provision  of  equity  or  "near-equity"  financing 
to  BBttll  bueineEBes  and  »icro-enterprlceB, 

3)   ABBlstonce  with  aphce  acquieitlon  through  the  creation 
of  incubator*,  leace  eoquialtion  and/or  BUbaldleB  for 
lend  and  building  aoquicitlons. 

3)  Croation  of  purchasing  pools  and  the  developnent  of 
shared  accounting,  legal  and/or  karKeting  kystenB,  and 

4)  Devolopnont  of  marketing  tools  and  etrategles  to 
attract  potential  bUBineBses  to  acononlcally  tfistreBsed 
areas. 

Thoae  funds  would  looBely  nirror  the  MESBIC  »odele  but  would 
be  geared  towards  economically  dlBtressed  areas  and  populations. 
6uch  funds  should  esiphasiee  but  not  nandatc  job  creation  as  ItB 
top  priority.   The  cnphaslc  should  be  »icro-enterprise,  cottage 
industry  and  saall  buslncBB  creation  in  dlstreesed  areas, 
especially  for  ownership  by  locally-b^Bed  realdents. 

This  concept  will  supplement  BZ/SC  areas,  nte  risk  faotor 
and/or  tear  of  CDC's  *loeing"  governaent  gtoney  is  ttininlESd  since 
EDA  already  has  a  track  record  and  Beasureaent  standard  through 
KUP   participation.   Tor  those  CDC's  or  not-for-prof  its  who  are 
not  currently  ItLP  participants  with  EDA/  a  portion  of  these 
discretionary  funds  could  be  allocated  for  planning  grante.  EDA 
grants  should  Include  an  adirinistrative  portion  (20%  -  2St|  to 
reflect  the  high  cost  of  technical  aBsistance  required  by  this 
type  of  business  assistance  program. 


Itei 


307 


BEIEQREf  UFE,> 


BETHEL  NEW    LIFE  -  CHICAGO,  ILLINOIS 
ENVIRONOMICS:  LEVERAGING  TRASH  INTO  JOBS,  CAPITAL  &  INDUSTRY 

BACKGROUND 

Bethel  New  Life  -  Bethel  New  Life  is  a  nationally  recognized  not-for-profit  community 
development  corporation  serving  West  Garlield  Park,  an  economically  depressed  community  on 
the  West  Side  of  Chicago.  The  population  Is  99  percent  African  American.  More  than  40  percent 
of  the  households  live  below  the  poverty  line.  Bethel  New  Life  was  formed  in  1979  to  revitalize  the 
community  through  a  holistic  approach  and  sett-help  initiatives.  Bethel  channels  $10  million  a  year 
and  employs  over  450  people  to  develop  new  industries,  place  residents  In  livable  wage  jobs,  build 
affordable  housing,  provide  accessible  health  care,  enables  senior  citizens  to  enjoy  home  living, 
and  to  fight  crime  and  drugs. 

Recycling  Economic  Development  •  Bethel  started  recycling  to  convert  trash  into 
community  resources  in  the  form  of  jobs  and  income  for  residents.  Bethel  opened  a  recycling 
buyback  center  in  1984  that  has  put  over  a  million  dollars  into  the  hands  of  community  residents 
through  the  purchase  of  thousands  of  tons  of  paper,  bottles  and  cans.  Today,  the  recycling 
program  operates  a  Material  Recovery  Facility  (MRF)  that  employs  over  30  formerly  unemployed 
neighborhood  residents  who  process  45  tons  of  paper,  bottles  and  cans.  As  MRF  employees 
receive  job  training.  Bethel's  Employment  and  Training  Program  seeks  to  place  them  in  higher 
skilled,  higher  paying  jobs.  The  MRF  represents  a  million  dollar  investment  that  transformed  a 
vacant  industrial  site  into  a  productive  community  enterprise. 

Bethel  is  working  with  the  City  of  Chicago  and  Argonne  National  Laboratories  to  focus 
resources  and  environmental  technology  towards  developing  a  recycling  industrial  part^.  Using  the 
MRF,  and  low-cost  energy  from  the  City's  waste-to-energy  facility  as  catalysts.  Bethel  and  its 
partners  will  work  to  attract  recycling  industries  to  the  industrial  park  where  Bethel's  MRF  is 
located  Already  there  are  three  potential  industries  with  which  to  partner  and  bring  in  an 
additional  150  jobs  and  over  $6  million  of  leveraged  investment  dollars. 

RECYCLING  ECONOMIC  DEVELOPMENT:  PROPOSAL 

As  a  first  step  towards  developing  a  recycling  industrial  park.  Bethel  plans  to  form  a 
partnership  with  a  private  for-profit  recycling  company,  Resource  Management,  to  expand  the 
MRF.  Resource  Management,  a  suburban  based  company,  operates  one  MRF  and  is  looking  to 
expand  Through  a  partnership  with  Bethel,  they  would  expand  into  the  inner-city  by  opening  a 
new  MRF  that  processes  400  tons  per  day.  The  expansion  would  create  50  jobs  and  leverage  $2 
million  in  new  private  investment  to  the  economically  distressed  West  Garfield  Pari<.  Bethel's 
equity  position,  as  a  community-based  organization,  wouW  ensure  that  benefits  from  the  project 
flow  to  the  community.  The  increased  tonnage,  combined  with  City  resources  and  Argonne's 
environmental  technology,  will  attract  recycling  manufacturing  companies  and  higher-paying  jobs. 

To  expand  the  MRF  by  constructing  a  new  building  on  adjacent  vacant  larnJ  will  cost  approximately 
$2.5  million  and  take  only  9  months  to  complete.  To  ensure  success  and  community  equity  m  this 
project,  Bethel  requests  $530,000  to  purchase  land,  fund  architectural  and  legal  fees  acquire  an 
equity  position  in  the  new  business,  and  fund  a  developer. 

FOR  MORE  INFORMATION  CONTACT:  Mary  Nelson.  President.  Steve  Steinhoff  (312)  626-5540 

367  N  Karlov,  Chicago,  Illinois  60624 
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Coastal  Enterprises 
Inp 

*"*"  Kilns   Bcononlc  Converelon 

Snail   Buolnese   Flnincinj  and  Technical  AtelstAnc*   Project 

Pi-oponentr      Banti .   Aildr»»«.   Ck)ntact  PpT.on  «nd  Telgphone 

Coastal   Enterprl.e.   Inc..    P.O.   Box  26B.  Vater  Street,   Ui»c«B»et,  ME  04S78 
T.laphone:       (207)    882-7552   FAX:    (207)    882-7M8.       Contact    Pei.on:       Ronald  L. 
Phllllpi,   FTesldenc 

The  project  propoaal  fox  ■  ravolvlng  loan  fund  and  bualneaa  caohnlcal  aaala- 
tance  progran  1<  In  raaponia  to  th«  January  11  and  Hay  6  Ptdnral  RetleCei  •&■ 
oouncauenta  for  aconoBlc  convacilon  aconoalc  adjuatoent  aaalatance  undar  Tltla 
IX  of  the  Sudden  and  Severe  Econooio  Dlelooatlon  (SSED)  of  the  Public  Vorka  an 
EconoBlc  Devalopaant  Act  of  1955,  aa  aaanded,  and  to  the  Advanced  Keeaaicb 
Progran  Agency  (AWA),  Econoalc  DevelopBeot  Adnlnlatraclon  and  other  federal 
•ourota  for  taohnloal  aaalatanoa  funda. 

The  purpose  of  the  propoaal  la  to  build  on  CEI'a  currant  loan,  Invaatnent  and 
technical  aiiletanca  capacity  In  reglona  undezaerved  by  BOA  economic  conver- 
elon program*  by  capitalising  a  CEI  revolving  loan  fund  to  provide  flnaoolng 
and  technical  asalatanca  to  dafenae  dependent  builneasaa  and  coumunltlei  In 
order  to  etablllze  and  create  job*  for  current  and  potential  dlalocatad 
•orkera.  The  total  in  federal  funds  requested  for  a  three -year  project  period 
la  $3.5  ollllon. 

Halna  ranka  third  nationally  In  states  dependant  on  defense  spending.  Ibe 
proposed  prograc  vould  target  thoae  reglona  In  southern  and  nldooaat  area  of 
Maine  which  evidence  a  high  concentration  of  defense  dependency.  CEI  la  a 
long-established  private,  nonprofit  cooounlty  development  corporation  *lth  a 
demonstrated  track  record  In  aoblllilng  funda,  making  leana  and  Investments 
and  naiuiglng  revolving  loan  funda  for  bualness  aaalatance.  With  a  etaff  of  25 
and  a  board  representative  of  the  public  and  private  aectora,  the  organliatlon 
hat  loaned  over  $22  Billion  to  nearly  400  business  projeota,  and  leveraged 
over  (6>  allllon  In  primarily  bank  financing. 

rundi  Keoueited  and  Leverasad 

CEI  Is  requesting  $3.5  aillllon  In  Economic  Development  Admlnlatratlon  (EDA) 
funda  to  capitalize  Ita  financing  program  for  business  loan  assistance,  and  to 
provide  technical  assistance  to  buaineases.  The  revolving  loan  portion  of  the 
project  of  $2  Billion  vill  be  leveraged  vlth  $700,000  of  CEI  funds  from  non- 
federal and  private  foundation  aourcee  for  a  total  revolving  loan  fund  of  $2.7 
■llllon.  Additionally,  these  funds  vlll  be  leveraged  a  minimum  of  1:3  with  a 
bank  lending  consortium  and  other  funda  of  $6.1  Billion.  The  total  CEl/EOA 
and  bank  or  other   funda  pool  of  capital   la  $10.1  million. 

Additionally,  CBl  l»  requesting  SI. 5  Billion  over  three  years  to  aupport  the 
technical  aaslstance  conpcnent  of  the  project  from  the  EDA  and  other  sources 
such  as  ARPA  to  assist  400  bualnetses  In  technology  development,  Barketlng  and 
conversion  strategies. 

^^^n^f'•    nf    Eualnetaea    Aaalited   and  Jobs   Crested 

Baaed  on  CEI'a  peat  track  reoord  of  loene  and  inveatments.  we  expeet  te 
provide    financing    aeaietance    to    approxlmstely    100    bualneeses.     Including   50 
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iCBTt-up  or  axpandlng  builncoBee,  and  5C  self-employed  buElnasses  for  dl«lo- 
CBted  vork«r».  Additionally,  the  projaot  vlll  provlda  tftohntcal  acslstence  to 
AOO  buelneases.   The  project  vlll  suauln  or  cr««c©  tt  total  of  1,000  Jobo. 

TaratLii:  Builnttug  f>m»rglnii  and  »nvlroniD»nt«l  'Craen'  tec><nolo^;leB) 

CEI  will  target  fln&iv^lal  and  technical  aaslatance  to  potential  Job-craatlng 
defense  dependent  businesses,  subcontractors,  and  buBlaesBes  In  codounltie* 
effected  by  declining  defense  contracts.  CEI  vlll  also  target  aelf-eniploymBnt 
bu3lne8»e«  jutong  dislocated  defense  vorkera.  >l«ny  of  the  buslnestei  aisisted 
that  generate  a  percentage  of  their  aales  from  the-  Bllltary  also  evidence  new 
or  oommerclallred  technologies  iKporcant  to  the  •nvlronoental  •ector.  For 
•xA&ple: 

--13.S.  Felt  converted  a  felt  product  to  consuaer  applications  (e.g.  fron 
BAterial  used  In  bomb  construction  to  a  pool  table  fabric  and  other  coneuner 
narket  *ppllcatloQ«) . 

•-Moulded  Fibre  produces  •nvlronmental  packaging  naceritl  to  fron  recycled 
nevspaper  to  replace  styTofoaoi. 

--Soleras  Is  involved  In  high  technology  vaouuo  metal  coating  process 

--Intelligent  Controla  aanufactureg  a  sensitive  electronic  underground  storage 
tank  level  and  liquid  Deasuremeat  Instruaents 

--Sllvex  ie  Involved  In  electroplating  and  surf see  finishing 

•-Splrooetrlcs  manufactures  spirometers  for  lung  respiratory  testing  and  other 
oedlcal  supplies  and  equipment 

In  conjunction  with  the  Center  for  Technology  Transfer,  the  program  vill  also 
target  reduction  of  haeardous  Baterial  In  the  Biet;al  products  Industry.  For 
exaople,  a  forner  Bath  Iron  Works  employer,  expert  In  alternative  refrigera- 
tion syatene  to  reduce  or  ellTnlnate  CFCa,  la  establishing  a 
consulting/aanufacturing  venture  to  aselst  small  businesees  vlth  toxic  waste 
reduction.  Lecf order  Corp.  is  also  exploring  toxic  use  reduction  syateiia  for 
the  aetals  industry. 

The  Dlelocfltlon 

About  65.000  full  or  part-time  Jobs  are  directly  or  indirectly  (direct,  inter- 
mediate and  induced)  tied  to  defense  spending  In  Kalne.  Over  the  past  few 
years,  7.500  or  one  percent  of  full  and  part-tloe  Jobs  were  lost.  For  the 
near  future,  at  least  another  one  percent  of  Maine's  resident  aaployment  base 
vlll  be  lost. 

Much  of  this  loss  has  or  will  take  place  in  the  mldcoait  and  eouthem  Maine 
regions  targeted  for  assistance,  particularly  the  labor  market  areas  of  Rath- 
Irunswlck  and  York-Kittery.  These  regions  are  the  hoae  of  Bath  Iron  Works  and 
Brunswick  Naval  Air  Station,  and  the  PortsBouth  Naval  Shipyard.  Other  poten- 
tial labor  market  areas  are  Biddeford,  Saco,  and  Portland,  where  a  significant 
percentage  of  defense  contractors  are  located. 

ieleVflnr  BcPnoalc  DgveloDirn<nr  Plans.  Ci^pacttv  and  Ad)ugtp?nl  ActivitleB 

There  are  several  local,  regional  and  etate  plans  that  have  been  developed 
that  support  the  propoeal  for  a  revolving  loan  fund.  The  State  Planning 
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Office'*,  Action  Flan  for  K-elne:  Report  of  the  T&sV.  Force  on  D^f^nis  P.eellim- 
pane  and  thr  Mtlrin  Kc.i>iif)ir>- .  recoiti&ends  a  variety  of  ttape  to  addrosc  workar 
dislocation  ant)  buslnecs  strataglas  for  reducing  ()»fen8e  dependency.  Theae 
Includ*:  product  (diversification,  new  technologies,  and  Intametloaal  ex- 
pnrtji.  Anon^  thft  txiolii  proposed  to  assist  builneaaes  Is  a  revolving  loan  fund 
for  dlv«rBlf Ication  of  d«f*nB»  bualneaaea.  This  raport  also  Includes  the  Ib- 
pact  studies  ooinplet*d  by  Kt.  Auburn  Assoclatea  for  the  Keys  Coalition,  and 
Capitol  Coaat«l  Council  of  Coverrusents  (now  dlssolvad)  for  the  &ath,  Brunsvlck 
arvj  TopsViam  region.  Bach  of  these  reports  offere  reconiMndationa  for  busi- 
ness diversification  and  revolving  loan  funds. 

The  Kay  1993  Pverall  Econoalr.  Develo^pient  Plan  of  the  Northern  York  County 
Radevalopnent  Area  describes  a  number  of  program  lnitlativ«s  for  Job  reten- 
tion, support  for  antreprsneura,  business  diversification,  technology  and  In- 
tcmatlorval  trade.  The  lack  of  capital  for  new  and  expanding  buslnaseec,  and 
continued  cuts  in  defcnae  apandlng  aj^  tvo  of  Che  «lght  primary  Issues  facing 
the  area.  The  1992  Overall  Kconoalc  Devalopment  Plan  for  the  proposed 
Eouthern  Maine  Econonlc  I>«velopiieDt  District  id«nti-fles  several  Issues  for  the 
twin  counties  of  York  and  Cumberland,  includlDf  access  to  capital,  interna- 
tional development  and  supports  for  antreprcneurahip  and  new  technology.  The 
report  alao  enoourages  coordination  vlch  axistlng  organizations,  like  CBl. 

The  Bath-Bruiuwick-Topshaa  Bconoaic  Council  has  bean  awarded  a  plaimint  gT-ant 
by  tha  Dapartaent  of  Defense,  Office  of  Econoalc  Adjuatment.  The  purpose  of 
the  grant  is  to  further  assess  the  region'*  needs  and  opportunities  and 
develop  a  acrategy  for  targeting  regional  development  initiatives.  rinally, 
the  state  legislature  recently  established  the  Office  of  Econonlc  Conversion 
to  coordinate  state  programs  and  federal  aouroes  of  funding.  This  office 
should  provide  ongoing  assistance  to  conssunlties  and  buslneases,  in  eoononio 
conversion  policy  and  strategies,  and  aerve  as  a  clearinghouse  for  economic 
conversion  activities. 

Cpordinatlon  of  Ar.tlvlrlyi; 

CEl  will  coordinate  efforts  with  the  various  local,  regional  and  state  ac- 
tivities described  above.  Specifically,  CEI  intends  to  ahare  this  proposal 
and  seek  support  and  coordination  with  such  groups  as  the  following: 

Keys  Coalition 

York  Kconoaic  Council 

ficacoast  Shipyard  Aisoclatlon 

Southern  Kalne  Regional  Planning  Consalesion 

Biddo£ord-S«co  Bcononic  Council 

Greater  Portland  Econottlc  Developasnt  Council 

Greater  Portland  Council  of  Covemaents 

Bath-Brunswlck-Topshajt  Economic  Council 

USK  Sffi^ll  Business  I>«velopDent  Centers 

Center  for  Technology  Transfer 

Departnent  of  Labor 

Other  local  •mployinent  organizations 

Bank  lending  oonsorttua:   fLaet  Bank 

Key  Bank 

Caaco  Northern  Bank 

and  othera 
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A  Cottage  Industry  Li^ht  M&nufactQring  Project  for  Rural  Alaska 
PiopoBed  by:   Community  EntarprlEe  Development  Corpormtlon  of  Alaska 


The  Community  Elntcrprisc  Development  Corjwration  of  Alaska,  (CEDC), 
proposes  to  develop  and  operate  a  "Cottage  Industry  light  Manufacturing 
Project  for  Rural  Alaska'.  This  project  would  establish  a  R&D  and  training 
ccutci  in  Anchoiagc,  Alaska,  opMn-aied  by  CEDC,  that  would  test  and  develop 
prototype  products  and  train  rural  Alaska  low/moderate  income  residents  in 
their  associated  production  processes.  The  targeted  producta  would  require 
very  aimpile  production  skills  and  a  liouted  number  a!  production  components. 

Upbn  completion  of  the  R&D,  the  manufacturing  function  would  be  transferred 
to  rural  villages,  where  production,  tmd  follow-up  training,  would  occur  during 
the  winter  months.  CEDC  would  retain  "owncrdiip"  of  the  process  and  would 
be  respoDcible  for  the  marketing  of  finished  goods. 

CEDC  has  researched  the  Alaskan  marketplace  and  believes  that  the  ideal 
startup  product  line  would  be  Alaska-motif  souvenirs  for  tourists.   Alaska 
production  of  these  products  would  result  in  import  subetitution  of  primarily 
"Far  East'  and  Canadian  produced  souvenirs.  TTiis  economic  development 
project  wiU  result  in  three  villages  establishing  a  light  manufacturing,  export 
cntcrpriRC  (one  in  year  one  and  two  in  yeeu  two),  thereby  creating  5-6  jobs  (jer 
village,  in  addition  to  the  R&D  jobs  created  in  Anchorage. 

There  exists  a  great  discrepancy  between  the  quality  of  life  of  most  urban  or 
Buburbcm  Alaskana  and  that  of  rural  Natives,  which  comprise  most  of  the 
target  population.  As  a  rule,  Alaska  Natives  have  extremely  low  incomes  and 
living  standards,  perpetuated  by  the  absence  of  opportionity.   Statewide,  o%'cr 
33%  of  AlatJcan  Natives  have  incomes  below  federally  recognized  poverty  levels. 

"..in  recent  years,  the  pace  of  economic,  social  and  cultural  change  in  Native 
villages  has  been  eo  rapid  and  the  change  so  profound  that  many  Natrves  have 
been  overwhelmed  by  a  world  not  of  their  malring  .  a  world  of  conflicting  values 
cuid  increasingly  limited  economic  opportunity.  For  many  Natives,  the  sense  of 
personal,  familial  and  cultural  identity  that  is  a  prerequisite  to  healthy  and 
productive  life  is  being  lost."  (AFN,  1989) 

CEDC  will  provide  office  space,  oBicc  equipment  and  administrative  needs. 
Additionally,  CEDC  will  provide  management,  accounting  staff,  persoiuiel  staff 
and  clerical/support  staff  to  the  project.  Theac  positions  will  provide  a  variety 
of  project  oversight,  personnel,  accounting  and  clerical  support  functionB. 

A  Project  Advisory  Committee,  consisting  of  12  rural  Alaska  repreBcntati"CB, 
wU]  be  formed  to  provide  Input  10  the  'Cotxage  Industry  U^t  Manufacturing 
Project"  on  the  development  and  implementation  of  project  activities.  The 
Commitlec  will  assist  CEDC  with  the  selection  of  participating  villages  and 
protor>-pe  products,  as  well  as  provide  feedback  on  project  effectiveness  and 
assist  with  problem-solving. 
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-         —     .  26  North  AraeniJ  Avenue  (317)637-7300 

EasuideCoiiiniUQityIrivestmenU,uic  IndUnapoUs,  India&a  46201  Fu  (317)  637-7581 


During  the  past  seventeen  years,  Eartsidc  Community  Investments,  Inc.  has  worked  to  build  the 
markets  of  its  near  ea^tsidc  community  and  the  capacity  of  individuals  to  panicipale  in  those 
markets.  ECI  ha^  created  capacity  to  provide  stable  qiiRlity  hciisuig,  cjv""-  .'"f^  onpommiiies, 
assist  individuals  in  accessing  employment  opportunities,  and  loan  money  to  small  Biart-up  and 
growing  businesses.  The  bulk  of  its  development  work  has  occured  at  a  time  when  its 
commuiuty  was  more  often  characterized  by  the  loss  of  major  industry  and  declining  population. 
During  the  eighties  seven  manufacturers  left  behind  3,000,0(X)  square  feet  of  vacant  factory 
^>ac«.  The  community  lost  one  third  of  its  population  fifom  the  1950's  to  19S0. 

The  economy  of  Indianapolis  has  changed  dramatically  over  the  past  twenty  five  years.  A 
Student  who  graduated  from  high  school  at  that  time  could  have  with  some  certainty  expected  to 
land  a  factory  job.  Those  jobs  paid  around  S12  per  hour  plus  benefits.  At  that  time  over  one  in 
five  Americans  worked  for  a  Fortune  500  company.  Today  that  relationship  b  less  than  one  in 
ten  and  continuing  to  decline.  In  our  community  the  RCA  plant  b  a  useful  example.  During  the 
1960'j  1 5,000  people  were  ctnployod  thoro.  Todny,  it  io  Thomoon  Ontumer  EUctronica  and  it 
employs  1,800,  with  1 ,100  of  the  employees  white  collar.  While  skill  demands  have  incrcBScd 
and  will  continue  to  do  so,  many  who  are  poor  or  working  poor  iind  themselves  marginahzcd  or 
unable  to  get  access  to  skills,  networks,  and  support  vital  lo  economic  opportunity. 

The  City  of  Indianapolis  has  been  studying  (he  significant  attributes  of  its  economy  in  light  of 
global  competition,  ^liat  is  significant  about  thb  region  is  its  place  in  the  health  industry.  It  is 
said  about  Indianapolis  that  bio- technology  is  to  Indianapolis  what  (be  micro<hip  b  to  the 
Silicon  Valley.  Today  health  related  induslrics  arc  employing  over  48,000  in  1,600  businesses. 
The  prospects  for  growlh  are  sigoiiicant.  In  fact  Indiana  has  recently  created  a  Health  Industry 
Forum  which  has  cited  work  force  development  as  one  of  four  key  issues  for  study  ar>d 
dcvelofjmcnl  work,  volh  the  President  of  ECI  serving  on  thb  comroiflee. 

ECI  has  worked  with  the  local  school  system  and  their  adult  education  program  to  build  a 
program  of  work  and  education    Supported  by  the  Youthbuild  system  ECI  has  built  capacity  to 
work  with  youth  who  have  dropped  out  of  school,  to  get  them  back  into  school  and  begin 
learning  skills     lb  date  two  sets  of  skills  packages  have  been  tffcflied;  family  Any  care  and 
o^i^t^sc^.«D.  -Ir»p;re4  ky  tha  v/ct!i-  eJ  Fcs-jc-Hcp:  :r.  Dstr'ftilrEC!  \z  rt-jdying  ways  to 
incorporite  training  in  the  tciencci  ftod  wvrk  cp)y>rt\)ttit)'S  '«  m*/"''*!  Irvirmim^nTc  «  annlhwMHl 
of  skill  package  which  can  bridge  economic  opportunity  in  the  growth  areas  of  this  City. 

In  support  of  its  construction  (mining  progrwns  ECI  it)  nxciviug  support  from  the  U.  S. 
Department  of  Health  and  Human  Services,  OEGce  of  Community  Services,  and  the  Dcpartmient 
of  Housing  and  Urban  Development.  To  build  the  next  stages  of  this  work  transition  ECI  wishes 
10  iru^rporate  the  resources  of  the  U.  S.  Department  of  Commerce,  through  the  Economic 
Development  Administrcition  and  possibly  the  National  Institute  of  Standards  and  Technology. 
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ICentucky  Highlands  Investment  Corporation 


PROJECT   PROPOSAL   FOR 
ALBANY,    CLINTON   COUNTY,    KEKTUCKY 

Albany  Cut  (  Saw  Is  a  proposed  startup  contract  nanufacturar 
of  sporting  goods  products  for  a  coiapany  that  nanuCactures  and 
wholesales  aimilftr  products.  The  wholacal«r  will  buy  100%  of  the 
startup's  product  and  has  a  national  presence  In  eporting  goods 
Industry. 

Initial  amployaent  in  the  plant  is  expected  to  be  100  people. 
Moot  of  the  jobs  created  will  require  semi-skilled  labor  to  perfora 
cutting,  sewing  and  packaging  tasks  at  the  out  and  sew  operation. 
Clinton  County  which  has  an  abundant  supply  of  labor  as  it  suffers 
from  an  official  July  1993  uneaploynent  rate  of  7.«%,  about  17. 5» 
higher  than  Kentucky's  rate  for  the  sane  period. 

The  new  business  will  require  a  40,000  square  foot 
■anufacturing  building  and  additional  warehouse  space.  The 
industrial  park  in  Albany,  KY  is  has  a  vacant.  11,200  S.F.  shell 
building  that  could  seet  the  warehousing  needs.  Kentucky  Highlands 
staff  ket  with  Albany's  nayor  to  discuss  the  project  including  its 
site.  A  combination  of  two  smaller  sites  in  the  industrial  park, 
to  total  epproxioately  4  acres  was  cited  as  the  best  possible 
location  for  the  startup.  Kentucky  Highlands  staff  will  negotiate 
with  local  officials  for  a  donation  of  the  land  and  building  for 
the  project.  Kentucky  Highlands  will  own  the  building  and  lease  it 
to  the  out  and  sew  operation. 

Proposed  financing  for  the  project  is  as  follows: 

Uses 

Land   4  ac.  C  $7,500/ac.  plus  11,200  8. P.  bldg.    $  130,000 

Building  new  40,ooo  S.F.  9   920.50/S.  r.  B20,000 

site  Improveaients  (eewer  line  extension)              40,000 

Equipment  400,000 

Working  Capital  54  0.000 
TOTAL 

Sources 

Land  w/Exiatlng  Shell  Blflg 
Donated  by  Comiaunlty   (land) 
Donated  by  Cosmunity   (Shell  Bldg) 

Site  T»t>rove»entB 

Econ.  Dav.  Adnin.  (Ecwer  Line) 

BuJlOlng 

Economic  Developreant  Admlnictration 
(grant) 

EQulpment 

Rural  Business  Enterprise  Grant 

KHlc  and  Local  Bank 

Equity 

PROJECT  TOTAL  $1,620,000 


$1, 

,920,000 

$  30,000 
99.000 

$ 

120,000 

$  40.000 

6 

40,000 

$ 

820,000 

$  400,000 

$ 

400,000 

$  340,000 
200.000 

1- 

540.000 
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Although  Albany  Cut  ft  Sew  is  a  new  company  in  e  conpetitive 
industry,  it  is  not  subject  to  the  sane  degree  of  risk,  associatad 
with  othar  manufacturing  startups.  Three  reasons  account  for  this 
optinisB. 

1)  This  startup  has  a  ready  tmyer  for  all  of  its  product.  The 
buyer  la  an  establishsd  force  in  the  sporting  goods  industry. 

2)  Labor  standards  and  procedures  have  been  defined  and 
established  for  ttimilar  companies  in  which  Kentucky  Highlands  is  or 
was  a  Kajor  participant. 

3)  Kentucky  Highlands  has  broad  and  deep  s)cperience  in 
contract  sanufacturing  ventures.  Kentucky  Highlands  staff  will  bo 
involved  in  the  aanagenent  details  of  the  coapany  until  the  startup 
is  running  smoothly. 

This  project  should  do  Buoh  to  alleviate  some  of  the  poverty 
in  this  poor  rural  county.  Albany,  KY  had  a  population  of  2,062  in 
1990  and  is  the  county  seat  of  Clinton  County,  KY.  The  19B9  sedian 
household  income  for  Albany  was  $9,328  compared  to  $22,534  for 
Kentucky.  Clinton  County  had  a  1992  sedian  family  incose  sstiBate 
of  a  sere  $14,400.  In  1989,  41. Ot  of  individuals  in  Albany  and 
38.1%  in  Clinton  County  were  below  the  povsrty  level.  Both  rates 
are  double  the  state's  rate.  The  jobs  created  will  help  lower  the 
uneaploysent  rate,  diversify  and  expand  the  local  econoay  and  help 
reduce  the  nunber  of  psople  living  in  poverty. 

•    all    OeaK>gr«phlc    InforiMtlon    !•    cit*d    trtm    the    ^993    Kent^tfclcY    De«VboolL    of 
IconoBlc   StttLotioB. 
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MACED 


Uojniain  Aaodaaor.  far  Connatnsy  LconomU  Dcvdopmaa 
433  CheGCTLT.  Sir9«  Phono  /  606-886^373 

B«r»a.  KertucScy   4£HQ3  Fax  #  606-S66-y!99 


December  13,  1993 

Robert  Rapoza 

Robert  A.  Rapoza  A&sociates 

601  Pennsylvartia  Avenue,  NW 

Suite  850 
Washington,  D.C.   20004 

BYFAX 

Dear  Bob: 

Hers  Is  our  proposal  for  inclusion  In  the  Commerce  Department  paper. 

MACEO  proposes  to  kK:raase  the  competitiveness  of  wood  products  compar\ies  in 
«conomically  distressed  Appalachian  counties  of  Kentudcy.  This  project  will 
signiflcantiy  add  value  to  the  region's  most  important  sustainable  natural  resource 
(timber),  help  modernize  sn  industrial  sector  (forest  products],  stimulate  manufacturing 
networking  among  comperu'es,  »nd  create  employrnant  and  training  opportunities  for 
workers  in  good  paying  jobs. 

MACED  will  provide  marketing  and  rmancial  assistance  to  these  companies  so  that 
they  can  computerize  their  Inventory  control  arid  handling  systems,  upgrade  their 
equipment  and  techrwiogy,  train  their  workers  in  advanced,  computer-aided  design 
and  manufacturing  processes,  and  jointly  bid,  produce, and  deliver  goods  competitively 
on  a  shoa  order  basis.  MACED  will  determine  the  manufacturing  capacities  of  groups 
of  companies  to  rtetwork  together  in  filling  orders;  set  up  a  separate  for-profit 
company  to  market  their  wood  products,  bid  on  projects  they  could  not  fill  on  their 
own,  implement  and  supervis*  quality  control  measures,  and  assure  timely  delivery; 
provide  selected  financing  for  equipment  tt^ey  need  to  participate  In  such  a  network; 
and  coordinate  training  for  their  empkiyees. 

We  seek  an  EDA  demonstration  grant  of  $750,000  for  this  project. 


Frank  C.\ Taylor 
Piecideni 

FCT:blb 
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New  Community  Corp. 

page  1  of  3 

13  December  1993 

toi   Vicky  Eteln  J02-393-3034  ' 

?romi   Sandy  Solomon  for  Wew  Coonunity  609-934-0478        I 

Rei   Project  ^ooorlptlon  for  EDR  demonetratlon  program  to  aoolet  COCb 

Here's  a  drift  and  a  copy  of  tNo  related  Joint  agrsejnent  Involving  No« 
Coranunlty,  MJIT  and  tho  II«v  Jersey  Department  Of  BOTlronmental  Protection  and 
Inergy.   Pleaae  let  ne  kAOV  if  you  naed  addltonal  information.   The  nunl>«r 
above  la  both  phone  and  fax  (though  X  have  to  be  here  to  receive  faxea). 


Newark  EovlronHsntal  Clean  Vp  and  Joba  I>evelopD«Dt  Project 
The  Reclamation  of  Drban  Land  for  Bcononic  Pevelopraent  and  Job  Creation 

Hew  coasiunlty  Corporation 

Meed  Newark  ie  typical  of  oaiiy  blighted  cofHiunities  in  the  United  etatea,  but 
its  poverty  and  unemployment  are  except ional  even  by  these  standards.  The 
city  has  the  lowest  per  capita  Incone  of  any  of  the  largest  50  08  cities;  its 
unemployment  rata  in  1992  was  16.6  percent,  significantly  higher  in  the 
poorest  comiTiunitiee  in  which  New  Cooniuntty  works.   Newark's  probleras  as  a 
result  of  lost  industrial  and  coenercial  activity  are  cocnpounded  because 
abandoned  properties  tend  to  reoain  abandoned.  Hew  Jersey  etatutes  governing 
environmental  clean  up  reciuire  that  Industrial  sites  bo  cleaned  prior  to 
transfer  of  ownerehip  or  uae.  Too  often  inner  city  land  remains  unused  and 
contaminated  —  in  need  of  sxtensive  reoediation  before  it  can  again  be  put  to 
productive  use  —  because  the  direct  and  indireot  costs  of  r»claii«lng  it  are 
too  high. 

Bovlronneoial  Clean  Op  rlra  Kew  Comnunity  Corporation  will  create  an 
environnental  clean  up  firm  to  fill  the  gap  in  the  market  —  reetoriog  to 
productive  use  abemdoned  or  under-used  industrial,  commercial  and  reeideDtial 
facilitiee/sites  in  Kewark's  inner  oity  neighborhoods.   That  busineea  will 
employ  people  from  the  conounity  to  assess  the  «nvironir«ntal  health  of  these 
sites  and  facilities  and,  where  oeceeaary,  to  renadlate,  abate  or  reirove 
batardouB  materials  present.  The  firo  will  also  contract  to  clear  denolition 
debria,  raxove  undAxyround  fuAl  tAnke,  and  othecwiee  rehabilitate  a  given 
■  ite/fecillty  to  a  condition  in  which  new  development  can  occur. 

Rovironaaistal  Cleao  Dp  Training  Prograa  Xo  Connection  with  this  enterprise. 
Hew  CoiKTiunlty  will  work  with  the  Dew  Jersey  Institute  of  Technology  to  create 
a  training  program  for  unemployed  people  drawn  from  Snwark's  poorest 
neighborhoods.   The  job  training  progran  will  give  participants  a  cooblnatlon 
of  classroom  and  on-the-job  training;  the  progran  will  be  structured  so  that 
work  VKperience  offers  additional  sotivalion  to  learn. 
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The  first  Btagg  of  training  --  a  ponth-loog  cooree  — ■  will  provide  50 
participante  with  certification  aa  OSHA-approved  hatardoua  wacta  operatore  Bnd 
•  8  t>OT-»pprovod  handlore  of  haiardous  naterialej  it  will  aleo  inotruct  tb«ir,  on 
confined  space  entry  and  on  the  clean  up  of  underground  storage  tanko.  Ihe 
■  econd  stege  of  training  will  involve  sp«cl«litation  —  e.g..  in  load  paint 
assessment  and  abateinent  IcchnlqueB  (a  growing  field  for  small  urban 
•nterprlBOB),  or  in  aebeetos  or  radon  testing  and  remediation  technicjuea. 

Throughout  the  first  Btage  of  training,  participants  will  leaxn  about  various 
eareer  opportunities  in  environmental  clean  «p  so  that  they  can  later  chooee 
an  area  of  interest  for  further  instruction.  Once  foroal  training  is 
cojTipleted,  trainees  inay  be  placed  for  further  on-tbe-Job  training  in  New 
Coconunity'a  own  fim  or  they  may  be  contracted  Out  to  other  area  employers, 
thus  ensuring  a  supportive  environinent  and  a  SAOoth  transition  froa  training 
to  regular  enploynent. 

Benefits   Kew  Community's  Environreental  Clean  Dp  Projoot  will  return  to 
productive  use  urban  land  that  in  now  abandoned,  which  the  connercial  rarket 
currently  finds  unprofitable  to  reclals.  Land  elearod  will  thus  be  frsed  for 
econoBiic  development.   The  training  program  will  provide  unetnployed  people  in 
poor  naighborhoods  with  technical  skills  In  an  expanding  market  with  high 
X>aying  positions,  and  the  Rew  Conrnunity-operated  firm  will  b«  the  inean»  of 
conducting  the  clean  up  work  until  other  urea  f^rtfts  begin  to  recognise  that 
the  enterprlee  can  be  profitable. 
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NEW  CON'iMUNin'  CORPORATION 

NEW  JERSEY  INSTITUTE  OF  TECHNOLOGY 

NEW  JERSEY  DEPARTMENT  OF  ENVIRONKIENTAL  PROTECTION  AND  ENERGY 


The  Honorable  Raymond  Bramuco  y        i--    ■..■.:      \ 

Commissioner  / 

New  Jersey  Department  of  Labor 

Trcfkton,  New  Jersey  08625  (  rtc; 


\ 


Dear  Commissioner  Bramucct 


i 

"')' 


The  New  Community  Corporation  (NCC),  Ne*i^^;v:y^Insti'tute-yf  Technology  (NJIT) 
•nd  the  New  Jersey  Department  of  Environnieatal  Protection  and^we'rgy  (NJDEPE)  have 
joined  together  in  ■  partncnhip  to  train  unemployed  and  UMeffinploycd  Individuali  with  the 
(kills  necc&vary  to  be  employed  in  the  remediation  of  contaminated  loil,  groundwater,  and 
buildings  a£  wetl  as  other  environmental  conditions  that  might  imperil  the  public  health  tnd 
limit  the  economic  potential  of  urban  communities. 

This  partnership  holds  much  promise  to  reclaim  a  considerable  number  of  sites  iA 
New  Jersey  citicx  for  reuse  and  redevelopment  Alto,  the  partnership  will  provide 
opportunities  for  unemployed  and  underemployed  individuals  to  obtain  entry  to  high  ckill 
and  well  paying  careers. 

Under  the  partnership,  New  Community  Corporation  will  be  involved  in  all  aspects  of 
the  program  from  design  to  quality  control  and  evaluation.  NCC  will  have  ptimuy 
responsibility  for  recruitment  and  placement  of  trainees.  NJIT  will  have  responsibility  for 
developing  curricula  and  delivering  training.  NJIT  will  coordinote  instructional  activities 
with  other  educational  Institution;,  as  appropriate.  NJDEPE  will  assist  in  the  development  of* 
curricula  and  with  the  identification  of  private  and  public  sector  positions  for  the  placement 
of  graduates.  This  partnership  complemcnti  Initiatives  announced  by  Governor  Jim  Florio  in 
bis  Slate  of  the  State  iseuage  and  a  similar  program  being  developed  at  the  Federal  level 
under  the  Economic  Opportunity  and  Environmental  Improvement  Through  Recycling  Land 
Act 

NCC,  NJIT  and  NJDEPE  seek  the  assistance  and  support  of  the  New  Jersey 
Department  of  Labor  for  this  project.  In  panlcular,  wc  would  like  to  pursue  the  possibility 
of  funding  under  the  Workforce  Development  Partnership  Training  Program.  The  Steering 
Comrnltiee  for  the  partnership  program  is:  Monsignor  William  J.  LIndcr,  NCC;  Mr.  John 
Haren,  NJDEPE;  Mr.  Patrick  Brannigan,  NJIT.  Monsignor  Liodcr  will  Chair  the  Committee 
Wc  would  welcome  the  opportunity  to  meet  with  you  or  your  staff  to  discuss  this  proposal 
further.  Budget  and  other  program  specifics  can  be  forwarded.  To  facilitate  Initial 
coordination,  your  staff  can  contact  Mr.  Brannigan  at  201-596-3102. 

Sincerely, 


William  J.  Linder  Saul  K.  Fcnster  Scoit  A.  Weiner 

For  NCC  For  NJIT  For  NJDEPE 
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TO:  Vicki  Stein 

Rapoza  &  Associates 

FROM:  Robert  Y.  Justis,  Jr.,  President 

SUBJECT:     Funding  from  the  U.S.  Economic  Development  Administration 

DATE:  December  16, 1993 

Thank  you  for  the  opportunity  of  meeting  with  Larry  Parks,  Advisor  to  Commerce 
Secretary  Ron  Brown,  last  week.  Mr.  Parks'  openness  to  exploring  new  avenues  for 
working  with  community-based  development  corporations  hke  NCIC  is  a  welcome  change 
in  direction. 

As  you  know,  NCIC  is  a  supplier  of  gap  financing  where  b:inks  and  other  financial 
intermediaries  are  unable  to  provide  a  business'  total  loan  requirements  by  themselves. 
Our  mission  in  filling  this  gap  is  the  encouragement  of  job  development  in  our  region. 
Over  our  eighteen  year  history,  we  have  provided  financing  totaling  $30  million,  leveraging 
$119,000,000  of  other  investment,  to  create  or  preserve  over  4,000  jobs.  We  usually  work 
with  banks  as  partners,  wherever  possible,  in  financing  a  wide  array  of  businesses  in 
virtually  every  sector,  excluding  opinion-molding  businesses. 

NCIC  would  be  extremely  interested  in  working  with  EDA  to  use  their  revolving 
loan  grant  programs  to  bolster  our  capability  to  participate  in  more  public-private 
partnerships.  In  considering  how  to  structure  such  participation,  it  would  be  helpful  to 
avoid  some  of  the  limitations  faced  by  the  two  existing  EDA-funded  revolving  loan  funds 
operating  here  that  are  managed  by  the  Economic  Development  Council  of  Northern 
Vermont  (an  EDA  district)  and  the  City  of  Berlin,  New  Hampshire's  Berlin  Economic 
Development  Corporation  (BEDCO). 

The  principal  barriers  faced  by  these  organizations  have  been  three-fold: 

1.  An  EDA  prohibition  against  financing  recreation-tourism  oriented  projects, 
in  a  region  where  this  sector  is  an  important  component  of  the  economy; 

2.  A  limit  of  20%  of  the  project  that  EDA  monies  could  provide  funding  for, 
where  bankers  have  been  forced  to  become  extremely  conservative  in  the 
percentage  of  a  project  they  can  finance;  and 

3.  A  limit  on  EDA  funding  of  $10,000  for  each  job  to  be  created  (it  may  have 
been  raised  somewhat  above  that  level  by  now),  in  a  region  where  the 
flexibility  to  do  more  capital-intensive  development  is  required  if  skill  levels 
and  income  levels  are  to  be  raised  above  prevailing  low  levels. 

In  structuring  a  program  that  we  could  use  and  that  would  further  EDA's  mission  as 
well,  I  believe  the  emphasis  should  be  on  providing  financing  for  job  creating/preserving 
business  opportunities  that  generate  value  added  from  sales  outside  our  region. 
Companies  meeting  these  criteria  would  be  principally  manufacturers,  but  they  could  also 
be  service  providers,  including  those  that  sell  to  manufacturers,  and  also  tourism, 
educational  institutions,  software  firms  and  others  that  generate  "export"  revenues  for  our 
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region.  We  have  an  expanding  local  base  of  such  firms,  and  we  also  have  an  opportunity  to 
help  induce  the  expansion  of  such  firms  from  Canada,  with  which  our  New 
Hampshire/Vermont  region  shares  a  40  mile-long  border  in  close  proximity  to 
Montreal/Sherbrooke/Ouebec  City. 

I  would  be  pleased  to  continue  participating  in  further  discussions  with  the 
Commerce  Department  if  that  would  be  helpful,  as  I  appreciate  this  continuing  opportunity 
to  contribute  to  the  discussion. 
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NORTHERN  ECONOMIC 

ThF  Of?,ni7.-r:cn  n^Twn  S^ziccK  Ir-vemncnt  Pynji  INITIATIVES  CORP. 

Mcxkmizaiion  Invesrrrteni  Fund:  NDCoip  proposes  the  cstablisliruent  of  b  Modennzznon 
Livtstmenc  Fund.  A  pool  of  $300.0CXJ  wil)  be  »vju]ablc  to  eiihw  individmJ  finns  or  indusco- 
ncrv.'otk5  lo  snppon  Oxir  modcmiz&iion  projects.  Particulai  enention  will  be  given  lo  iliosc  fiims 
challenged  by  coovcrticg  tlicii  defense-dependent  cepabilities  to  non-dc/cnsc  cominerdal 
applications. 

In  ordex  for  a  nctwoik  or  individual  firm  lo  access  the  investmenl  funds,  it  must  match  the  tinds  it 
least  one-to-one.  Requests  averaging  $  10.000  will  be  considered;  approximately  thirty 
investments  per  year  wQJ  be  made  with  the  MIF.  The  maximum  amoiint  invested  in  any  one 
project  will  not  exceed  50%  of  the  cost  sbait  from  pnvalc  sources. 

NElCotp's  cuucnt  outreach  Drojects  dcmonstratE  thai  these  invcsnncnts  will  be  conccDtraicd  In 
ISO  9000/Q90  standards  registration,  upgrading  Mflnagcmcni  Investment  Systems  (MIS), 
manufactutirg  and  pixxluctioo  tysicms  control.  MRPD.cngineain^.  and  buaness  plamiing. 

The  csiabEthiDCDt  of  an  MTF  would  shift  Ihc  oootiol  of  ffiodernizadOD  support  from  an  e>rtcnna] 
endty  (the  NlST-funded  Midwest  Manofacruring  Technology  Center)  to  a  local  source,  which 
would  provide  more  linear  assistance  to  Upper  Peninsula  finns.  It  would  also  drive  company 
cootritwQon  lo  modemizAtion  projects,  wbdi  demonstrates  commitment  lo  improvetntni  through 
the  prioiitiuticn  of  projects  and  dollars. 

Education  and  Training  Invtstmeni  Fund:  NElCofp's  experience  has  shown  that  Upper  Pemnsulfl 
firms  are  faced  with  the  same  chaUeajes  as  their  national  and  iniemalional  couniciparts:  rapidly 
changing  technology;  growing  customer  demands  far  higli  quahty,  innorvaiive  dcsj^,  and  rapid 
delivery,  and  a  decuiiiDg  labor  markeL  A  trained,  highly  ikiled  workforce  capable  of  noeetinjg 
these  challenges  will  provide  Upper  Peninsula  finns  widi  the  competitive  advantage  necessary  to 
compete  globally. 

NEICorp  proposes  the  cstablishmcni  of  an  Educoiion  and  Training  Investment  Fund  (ETIF)  of 
S225,000  to  be  vised  to  capitalize  projects  demanded  by  Upper  Peninsula  firms  to  address  their 
training  and  education  priorities.  Investments  made  from  the  fund  could  be  use  to  establish  or 
expand  the  capacity  of  the  UP's  K- 12  and  two-  and  four-year  educational  institutiaos  to  address 
workforce  truining  needs.  This  Fund  has  the  potcntia]  lo  train  one  hundred  employees  froa 
approximately  twenty  firms  in  a  year's  time.  Priority  will  be  given  to  training  dislocated  cockers 
fironn  defeasc-rclatcd  iiKlustries. 

ETIF  investnjcnt  requests  up  to  $150,000  will  be  considered.  The  maxhnuiD  amount  invested  in 
any  one  projca  will  not  exceed  50%  of  the  total  project  cost  Cost  share  from  private  firms  must 
equal  at  least  25'X,  of  total  project  cost.  Ths  balan:x  will  be  provided  by  other  sources  (i.e ,  sute 
Or  foundation  funds). 

Investments  will  assist  the  region's  educarional  insdiuDons  expand  their  services,  redesign  their 
curricula,  and  coordinaic  their  efforts  with  an  eye  tcward  ihc  specific  technological  needs  and 
demands  of  Upper  Pcniosula  lndastr>'. 

These  hinds  arc  the  vehicles  through  which  core  investments  in  the  private  and  public  sectors  arc 
made  and  the  kxig-tenn  effects  of  man  ofacuirlng  outreach  activities  will  be  realized  and  magnified. 
OvCTTiight  of  these  investment  funds  requires  a  macro  view  of  the  region  and  an  understanding  of 
the  best  opportunities  on  which  to  achieve  the  goals  of  modcmiring  the  Upper  Peoinsula  economy 
and  adjusting  from  a  regional  dependence  on  defensc-rtlaicd  industries.  NEICorp  and  its  partners 
will  put  logeihcT  two  teams  that  icprcseni  a  complementary  mix  of  talent  and  resources  to  mtnage 
investmciLts.  The  rocmbcrship  of  these  teams  includes  rcpiescntaDvcs  from  d>c  tnainstrcam 
InstituDons  of  education,  finance,  and  business. 
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Alicnos 

Sevcra]  mcaibcn.  of  thr  Upper  JVniiisuk  V.'cx>d  Manufamiicrs  NctU'ork  have  reachoi  th;  poinl 
wbcrc  rrjtrxc!  expansion  rocam  enlcring  European  marktts   Through  NEJCorp**  rclarioaship  wilh 
tbc  Danish  TcchDoIo£y  Instirute  (DTI),  the  firms  have  the  opportunity  to  form  t  pannership  with 
furniture  tnanufactuiexs  in  Denmark. 

DTI's  mission  is  to  enhance  the  competitiveness  of  Danish  industry  and  the  progress  of  society 
thioogh  iechnok>g)ca]  devcloprocm  and  technology  transfer.  It  docs  this  by  offering  contract 
research,  conEuldng.  testing  and  certiScaiion,  continulD^  education,  information,  and 
documcntarion  services  to  small  and  rocdium-$lzc  DaniSi  businesses.  DTI's  Wood,  Textile, 
Plastics  and  Surfaot  Technology  Division  prcrvidcs  qieclalized,  t^chniDal  expertise  to  the  wood  and 
fiimiture  branches  of  Danish  industry. 

Several  of  DeamarVc's  small  furniture  manufacturers  are  irucrcsted  in  expanding  bio  the  United 
States  tnaikct.  With  several  Upper  Peninsula  companies  looking  to  expand  into  Europe,  a 
mutually  beocBcial  opportunity  to  panncr  presents  Itself. 

Tbc  goals  of  this  project  would  he  to 

•  provide  entry  into  flic  European  (and  U.S.)  market 

•  help  each  Upper  Peninsula  (Danish)  Ann  promote  th&ir  own  sales  within  existing  markets 
by  creating  gicatci  inioest  in  their  cuuent  product  hncs  with  the  Danish  (Amciicaa) 
■dditionE. 

This  project  would  hrinp  the  parties  to|ed)eT  to  benchmadc,  establish  mutual  interest,  dctcnnine 
produci  liu:  cocnparibility,  review  busmesses  processes,  etc  This  would  be  a  two-pded  exchange 
berwecji  the  Uppa  Peninsula  and  Danish  firms   Funds  would  also  be  prioridad  to  perform  an 
initial,  in-depth  maritct  analysis  to  determine  what  each  market  would  bear,  kinds  of  jwoduai,  and 
distribution  systems. 

Total  funds  necessary  to  implement  this  plan  arc  $100,000.  Cost  match  from  the  UR)er  Peninsula 
firms  would  come  through  facility  usage  aiKl  employee  and  management  time.  Hard  cash  match 
would  come  from  firms  for  travd  costs  and  other  expenses.  Subsidies  would  be  rcaricted  to 
panicipating  Michigan  firms. 
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TKlJkCU 
PROPOSED  XnX   PROJECT  DKSCRIPTION 


The  Ang^leo  Grand  Plaxa  involves  ths  development  of  a 
230,000  square  foot  retail  center  on  a  5.5  acre  site  located  in 
East  Loe  Angeles,  California.   The  development  concept  is  the 
redesign  and  rehabilitation  of  an  sxisting  four  story  facility 
that  houBes  the  Angelus  Furniture  Warehouse  into  an  attractive 
retail  tnallr  vlth  a  45,000  eguare  foot  fllscount  food  store  »B   the 
anchor.   The  tenant  mix  vill  provide  many  needed  Bervicea  to  the 
low-income  Cotnmunlty  of  Bast  Los  Angeles  and  will  generate  in 
excese  of  400  jobs.  The  total  project  cost  is  $15,700,000. 

A  proposed  BDA  grant  of  $2  million  would  be  used  to  help 
build  a  parking  Btructure  that  Ib  required  to  meet  the  parking 
restrictlona  of  the  site's  zoning.  Without  this  additional 
parking,  less  than  one-half  the  space  could  be  developed. 

On  Jun»  30.  1993,  this  project  was  submitted  to  BDA  as  part 
of  the  Bast  Lob  Angeles  Overall  Bconomlc  Development  Plan  update 
(OEDP)  and  vas  ranked  as  the  number  one  rated  project. 

Tenants  committed  to  this  project  Include  Pood  4  Less,  Sav- 
On  Drug  Stores,  Chief  Auto  Parts,  Paylees  Shoe  Stores  and  Angelue 
Furniture.   The  development  will  be  a  Joint  Venture  between 
TBLACU  and  the  Qreenberg  Family,  the  current  ovner  of  the 
property.  The  construction  and  management  of  the  facility  will 
be  provided  by  Telacu  Development  Corporation  (TDC) ,  a  wholly 
owned  subsidiary  of  TELACU.  TDC  has  successfully  developed  and 
managed  many  commercial  and  Industrial  developments. 

Financing  Of  the  project,  with  the  exception  of  the  proposed 
$2  million  EDA  grant,  is  corrmitted.   Sources  include  substantial 
equity  by  the  joint  venture,  HUD  and  RMS  grants  and  bank 
financing.  " 

With  the  EDA  grant,  the  proposed  retail  center  can  be  "fast 
tracked"  and  developed  immediately.  The  area  is  zoned  tor 
retail,  tha.  owner  willing  to  sell  and  participate  as  an  equity 
partner,  t6e  key  tenants  are  in  place,  bank  financing  and  grant 
funds  are  committed  and  an  experienced  CDC  is  the  sponsor.   What 
XE   missing  Is  a  ?2  million  KDA  grant  for  use  in  the  project  to 
develop  ths  required  parking  structure  and  to  enable  the  project 
to  be  self  supporting  and  meet  the  parking  requirements. 
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BETHEL  NEW  LIFE,  INC.  Chicago,  Illinois 

RECOMMENDATIONS  TO  THE  ECONOMIC  DEVELOPMENT 

ADMINISTRATION  LEGISLATION  REGARDING 

SMALL  BUSINESS  DEVELOPMENT  AND  EXPANSION 

TECHNOLOGY  TRANSFER  FOR  NEW  JOB  CREATION 

IN  THE  URBAN  CONTEXT 

1)  Encourage  partnerships  between  Community  Development  Corporations  and  major 
institutions  (such  as  Argonne  National  Laboratory)  that  can  bring  sectoral  development 
and  expansion.  For  example.  Bethel  and  Argonne  are  partnering  for 
recycling/environmental  industry  development  in  the  Bethel  community  area.  The  best 
encouragement  would  be  to  access  planning  and  development  funds  for  such  efforts  that 
hold  promise  of  sectoral  development 

2)  Technology  Transfer  needs  to  made  available  and  applicable  to  small  business,  low 
technology  applications,  rather  than  just  to  the  giant  industries.  Vouchers,  good  for  so 
many  hours  or  a  task  approach  to  technology  transfer  could  be  made  available  through  a 
CDC  for  small  businesses  to  access  the  technology. 

3)  Urban  industrial  development  bumps  up  against  the  environmental  unknowns  of 
abandoned,  empty  buildings.  A  Phase  One  environmental  needs  to  be  done  before  a  site 
can  be  deemed  possible.  Develop  a  small  business  development  fund  that  includes  an  up 
front  simplifled  forgivable  loan  of  up  to  $25,000  for  environmental  assessment  of 
business  development  that  holds  promise.  If  the  assessment  deems  the  site  workable 
(environmental  clean-up  costs  not  overwhelming)  then  the  zero  interest  loan  gets  added  to 
the  total  financing  package;  if  the  site  is  unworkable,  then  the  loan  is  forgiven. 

4)  Allow  CDC's  to  access  EDA  small  business/industrial  low  interest,  no-interest 
loans  to  do  specific  pieces  of  a  deal  (such  as  the  land  acquisition)  or  as  an  equity 
investment  in  the  firm,  or  to  be  able  to  do  credit  enhancement  on  a  deal. 

5)  Institute  a  process  for  simplified  waiver  applications  for  relief  from  regulatory 
stranglers  that  hinder  a  deal.  Make  decisions  regarding  such  waivers  quickly. 

6)  Flexibility  in  the  loan  funds,  with  ability  to  take  second  positions  on  loans,  to  be 
creative  in  collateral,  etc. 

7)  Encourage  through  priority  funding  and  incentive  interest  rates  a  sectoral  small 
business  approach  and  synergism  between  industries  that  allows  for  more  sustainable 
community  industrial  development.  For  example,in  Kalundborg,  Denmark,  they 
developed  a  prototype  of  industrial  ecology  and  cooperation.  A  coal  fired  power  plant,  an 
oil  refinery,  a  pharmaceutical  company  specializing  in  biotechnology,  a  sheetrock  plant, 
concrete  producers,  a  producer  of  sulfuric  acid,  the  municipal  heating  authority,  a  fish 
farm,  some  greenhouses,  local  farms  and  other  enterprises  work  cooperatively  together. 
The  Asnaes  Power  Plant  started  in  mid  1980's  to  recycle  heat  in  the  form  of  steam 
(formerly  condensing  the  steam  and  into  a  nearby  fjord)  and  sends  it  directly  to  that 
Statoil  refinery  and  the  Novo  Nordisk  pharmaceutical  company.  It  also  provides  heat  to 
green  houses,  a  fish  farm  owned  by  the  utility,  and  the  residents  of  the  local  town. 
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allowing  3,500  oil-burning  heating  systems  to  be  shut  off.  The  Statoil  refinery  produces 
surplus  gas,  which  was  not  used  prior  1 1991  because  it  contained  excessive  amounts  of 
sulfur.  The  refinery  installed  a  process  to  remove  the  sulfur,  so  that  a  cleaner-burning  gas 
is  sold  to  Gyproc,  the  sheetrock  factory,  as  well  as  to  the  coal-fired  utility  (saving  30,000 
tons  of  coal);  the  sulfur  that  is  being  retrieved  is  sold  to  Kemira,  a  chemical  company. 
The  process  that  removes  the  sulfur  in  the  smokestacks  of  the  Asnaes  Power  Plant  also 
yields  calcium  sulfate,  which  they  will  be  selling  to  Gyproc  as  a  substitute  for  mined 
gypsum.  The  fly  ash  from  coal  generation  is  used  in  road  construction  and  concrete 
production.  Waste  heat  from  the  refinery  is  used  to  warm  the  waters  of  a  fish  farm  that 
produces  200  tons  of  turbot  and  trout  sold  into  the  French  market,  while  its  fish  sludge 
goes  to  local  farmers  as  fertilizers.  Meanwhile,  Novo  Nordisk  has  developed  a  process  to 
make  the  sludge  generated  in  it  fermentation  process  useful  for  local  farmers  through  the 
addition  of  chalk-line  and  processing  at  90  c  for  an  hour  to  kill  any  remaining 
microorganisms,  (p.  63,  The  Ecology  of  Commerce).This  kind  of  synergy  could  and 
should  be  encouraged  through  better  terms  of  loans,  some  forgivable  portions  of  loans  in 
relation  to  the  synergy  included  in  the  planning.  Bethel/ Argonne  is  working  towards  this 
kind  of  synergy  in  the  industrial  park  development,  using  waste  steam  from  a  waste  to 
energy  plant  in  the  area  to  enable  lower  cost  energy,  the  processed  waste  from  the  MRF 
as  the  raw  product  for  related  industries,  and  secondary  manufacturing  of  further  waste 
from  any  of  the  products  (the  fuel  pellets  out  of  the  paper  waste  sludge,  for  example). 


Mary  Nelson,  President 
Bethel  New  Life,  Inc. 
367  N.  Karlov 
Chicago,  Dlinois  60624 
(312)  826-5540 

Argonne  National  Laboratory  contact  people  are  Harvey  Drucker,  Associate  Lab 
Director,  and  Norm  Peterson,  Special  Assistant  to  the  Lab  Director. 

ENVKONMICS  JndiatMl 
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Argonne  Expertise  Gives  New  Life 

to  an  Old  Industrial  Chicago  Neighborhood 


IN  THE  FIRST  AGREEMENT  OF  ITS  KINO 

between  a  national  laboratory 
and  a  community  development 
corporation,  Argonne  is  using  its 
tectinical  expertise  to  help  solve 
problems  of  urban  decay  on 
Ctiicagos  west  side. 

Argonne  and  Bethel  New  Lite 
have  agreed  to  shore  resources 
and  ideas  In  an  effort  to  revitalize 
the  West  Garfield  Park  neighbor- 
hood. Bethel  New  Life,  run  by  the 
Bethel  Lutheran  Church,  is  a  non- 


profit corporation  on  Chicago's 
vyest  side  dedicated  to  commu- 
nity development  and  revitalizo- 
tion. 

The  Argonne-Bethel  New  Life 
project  could  serve  as  a  model 
for  the  notion  by  creating  jobs  in 
decaying  urban  oreos  and  revi- 
folizing  old  industrial  properties. 

Under  the  agreement. 
Argonne  and  Bethel  New  Life  will 
jointly; 

•  develop  ond  analyze  clean- 
up plans  for 
abandoned  in- 
dustrial sites  in 
West  Garfield 
Park; 

•  expand 
the  output  and 
create  new 
markets  for 
material  re- 
cycled at 
Bethel  New 
Life's  existing 
waste  recy- 
cling plant; 

•  develop 
low-cost,  en- 
ergy-efficient 
housing; 

•assist  in  the 
development 
of  small  busi- 
ness in  West 
Gorfield  Pork; 
and 

•  offer  job 
training  to  local 
residents  and 


help  neighbo'i^occ!  scnoois  with 
science  and  mc"'~  sducafion 

The  West  Gameid  Pork  area 
contains  about  40  coandoned 
tndusfriol  sites,  many  contami- 
nated with  hozorcJous  or  toxic 
wastes.  Componies  are  often 
reluctant  to  buy  these  buildings 
because  they  would  become  li- 
able for  any  required  environmen- 
tal cleon-up  Argonne  will  con- 
tribute its  expertise  m  environmen- 
tal remediation  to  help  reduce 
these  risks  by  identifying  contami- 
nants and  appropriate  cleon-up 
methods,  and  provide  training  to 
community  residents  m  these  or- 
eos. 

Argonne  and  Bethel  New  Li'e 
plan  to  moke  low-cost,  energy- 
efficient  housing  ovoilooie  by 
renovoting  two  12-unif  apartment 
buildings,  Argonne  will  ooply  its 
knowledge  of  energy-efficient 
materiols  and  construction  tech- 
niques to  this  proiecf  One  goal  IS 
to  develop  oportments  with  oo- 
erating  costs  under  SI 000  per 
year.  Specialized  building  mate- 
rials for  these  projects  could  be 
manufactured  in  West  Gortieic 
Pork,  thus  creating  lObs  tne'e 

Argonne  will  olso  help  create 
technical  troinmg  programs  m  en- 
vironmental restorofion  ond  a  ce- 
gree  program  m  urban  engineer- 
ing. These  efforts  integrated  vj^tf- 
new  technology  deveiopmer: 
should  result  in  new  lObs  and  Cl-si- 
nesses  for  orea  residents  A 


Argonna  engineer  Sam  Jody  (left)  inspects  Bethel  New  Lile's 
recycling  plant  with  Belhal's  Ben  Robinson.  Argonne  and 
Bethel  are  working  to  revitalize  an  urban  Chicago 
neighborhood. 


Annual  Renort,  1993-4 
Argonne  National  Laboratory 
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BUILDING  TOWARDS  A  HEALTHY, 
SUSTAINABLE  COMMUNITY 
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TOWARDS  A  HEALTHY,  SUSTAINABLE  COMMUNITY 
BETHEL  NEW  LIFE,  INC.  Chicago,  Illinois 

BACKGROUND 

Bethel  New  Life,  Inc.  a  church-related  community  development  corporation  on 
Chicago's  west  side,  is  focused  on  its  square  mile  area  of  West  Garfield  Park. 
Bethel  started  with  a  commitment  to  an  "affordable,  livable,  just  community" 
which  began  with  an  effort  to  enable  affordable  housing  and  development  without 
displacement.  Since  2/3rd  of  the  community's  population  is  living  on  incomes 
below  the  poverty  level  and  on  some  kind  of  assistance,  this  meant  that  Bethel 
had  to  be  creative  about  ownership  and  housing.  This  led  to  creative  financing, 
sweat  equity  cooperatives,  self  help  new  construction.  After  several  years,  it  soon 
became  clear  that  even  the  most  affordable  housing  was  not  affordable  if  people 
didn't  have  jobs,  livable  wage  jobs.  So  we  embarked  upon  job  linkage  and  job 
creation  efforts. 

In  looking  at  the  "opportunities"  in  our  area  in  terms  of  resources  and  jobs,  we 
found  a  number  of  resources.  We  are  adjacent  to  the  NW  Center  for  Industry, 
near  the  City's  waste  to  energy  (co-generation)plant,  and  along  Lake  Street  there 
are  a  number  of  both  in-use  and  abandoned  industrial  buildings.  We  also  have  a 
lot  of  garbage. 

As  a  community-driven,  managed  and  governed  organization,  part  of  our  efforts 
are  focused  on  people  development.. .including  leadership  development,  job  skill 
development,  and  empowerment  to  tackle  the  issues  of  our  community.  But  over 
the  last  several  years  as  a  Board  and  staff,  we  have  become  very  clear  that  the 
most  important  single  factor  in  creating  a  viable  community  is  jobs,  livable  wage 
Jobs.  When  people  have  a  decent  income,  they  can  afford  day  care,  health  care, 
housing,  can  take  care  of  their  families.  So  we  determined  to  focus  on  jobs  and 
economic  development,  capturing  the  resources,  spending  power  of  our 
community.  Obviously,  there  are  steps  towards  achieving  this,  and  support 
networks  and  systems  needed  to  bridge  the  gap  between  the  failed  school 
system  and  the  needed  skills  of  the  current  job  age  population  even  while  we 
work  to  ensure  that  another  generation  does  not  come  out  of  school  unprepared 
for  gainful  employment  and  fullness  of  life.  But  we  are  concentrating  on  jobs  as 
the  top  priority. 

TOWARDS  A  HEALTHY.  SUSTAINABLE  COMMUNITY 

In  early  1993,  as  a  part  of  a  United  Way  tour,  Argonne  National  Laboratory 
director  and  some  key  staff  came  to  visit  Bethel.  As  they  toured  the  sites,  saw  the 
Material  Recovery  Facility  and  the  tons  of  garbage,  the  energy  efficient  new 
housing  construction,  the  abandoned  industrial  buildings,  the  school  and 
employment  center,  they  began  to  see  connections  between  their  mega  projects 
and  the  micro  needs  of  our  setting;  they  understood  a  possible  "technology 
transfer"  to  help  be  a  part  of  the  solutions.  A  brainstorming  session  several 
weeks  later  followed  up  the  visit  and  identified  a  number  of  promising  areas  of 
mutual  interest  and  application.  This  evolved  into  a  formal  agreement  of  transfer 
towards  a  healthy,  sustainable  community,  creating  jobs  out  of  the  resources  of 
the  community. 
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The  bottom  line  for  all  of  the  effort  is  to  create  livable  wage  jobs  and  industry  in 
the  community  as  the  major  impetus  for  a  healthy,  sustainable  community.  But 
this  strategy  is  more  than  simply  job  creation.  A  community  is  more  viable  when 
it  is  a  live/work  situation;  this  is  cost  effective,  environmentally  friendly  and 
enhances  the  quality  of  life. 

The  partnership  calls  for  four  areas  of  endeavor,  and  yet  they  are  all  a  part  of  a 
whole,  are  all  interlocked  into  the  combined  effort.  The  attached  diagram 
identified  the  wholeness  of  the  effort.  This  wholistic  approach  is  the  key  to  long- 
term,  major  impact  on  the  quality  of  life  of  the  residents  of  the  West  Garfield  Park 
area. 

PARTS  OF  A  WHOLE:  JOB  CREATION.  SUSTAINABLE  COMMUNITY 

1)        Industrial  Site  Reclamation  and  Retention 

There  are  over  40  vacant  or  abandoned  industrial  buildings  in  the  immediate 
vicinity  of  the  Bethel  New  Life  headquarters  on  Karlov.  The  partnership  intends  to 
develop  a  process  for  assessment  of  the  buildings  to  determine  which  ones  are 
feasible  for  reclamation  and  what  the  basic  costs  would  be,  including 
environmental  assessment  and  remediation.  Obviously,  there  will  be  triage  in  this 
process  since  not  all  buildings  will  be  viable.  But  more  than  the  process 
development  and  the  actual  assessment  and  remediation  will  be  a  model  set  of 
measures,  assumptions  and  experiences  that  will  come  out  of  this  that  will  then 
be  able  to  be  shared  with  others  for  replication. 

There  are  two  sub-parts  to  this  component: 
.  a.     .  Working  with  the  Institute  for  Local  Self  Reliance,  to  bring  in  some 

businesses  who  could  benefit  from  the  existing  infrastructure,  the 
reasonable  cost  of  the  building,  access  to  low  cost  energy  and  processed 
recycled  material.  These  buildings  become  an  important  part  of  this  whole 
package.  There  is  beginning  to  be  more  resources  for  the  financing  of  site 
reclamation  and  Bethel  has  access  to  some  of  them.  Bethel  could  also 
provide  access  to  a  labor  pool       and  supportive  services  to  enhance  the  effort. 

b.  Working  with  the  City  Colleges  as  the  training  source,  to  use  the 
process  of  assessment  and  remediation  as  "on-the-job  training"  for  students 
seeking  certificates  as  environmental  technicians  and  hazardous  waste  handlers. 
(See  more  description  of  this  under  the  other  section.) 

Argonne  Laboratory  has  done  such  assessment  and  clean  up  at  a  number 
of  DOE  sites  and  other  governmental  sites.  They  will  take  their  experienced 
technology  and  re-design  the  process  of  conducting  the  first  such  projects  and 
the  training  themselves.  We  would  involve  a  number  of  environmental  firms  as 
advisors  and  potential  colleagues  to  carry  on  the  effort. 

It  is  intended  that  out  of  this  practical,  hands-on  approach  will  also  come  some 
write-ups  about  "common  sense"  approaches  to  clean  up  that  would  be  helpful  to 
confused  and  nervous  lending  institutions,  who  at  this  stage  of  the  development 
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on  environmental  matters,  are  at  the  mercy  of  the  "expert"  they  hired.  Often  for 
their  comfort  levels,  lenders  require  unnecessary  and  deal-breaking  stipulations. 
Much  important  work  needs  to  be  done  on  this  issue  and  the  presence  of 
Argonne  National  Laboratory  and  its  proven  expertise  should  be  helpful  in  getting 
more  common  sense  approaches  for  all  the  parties. 

The  goal  of  Phase  One  on  this  project  is  to: 

1.  Do  assessments  and  remediation  on  one-to-four  builrtngs  that  hold 
promise  of  financially  viable  futures. 

2.  Develop  through  experience,  the  OJT  training  module  to  go  along  with  the 
4-6  week  classroom  training  for  at  least  30  participants.  The  module  would  then 
be  used  on  an  on-going  basis  as  a  part  of  the  training  program. 

3.  Write  up  the  process,  identify  the  workable  "tools"  and  give  written 
guidance  regarding  practical  need  for  remediation  and  the  triage  model.  Not 
including  the  classroom  training,  the  Bethel  staffing,  or  the  actual  cost  of  the 
remediation  work  (this  would  be  different  on  each  building  and  would  be  part  of  a 
financing  package),  it  is  estimated  that  this  could  be  done  for  $100,000. 

Phase  Two  of  this  project  would  include  developing  the  mechanisms  for  on-going 
assessment,  and  remediation  with  Argonne  as  consultant/advisor  only,  and 
assisting  in  developing  the  same  package  in  Newark,  New  Jersey  and  in  Detroit. 
Michigan  with  a  CDC  in  each  location  as  a  national  demonstration.  Again, 
materials,  learnings  would  be  shared  with  the  field. 

2)        Recycling  Spin-offs,  Pilot  Plant 

As  mentioned.  Bethel  now  operates  a  Material  Recovery  Facility  which  currently 
processes  40  tons  a  day  of  plastic,  aluminum,  glass  and  paper.  The  goal  is  to 
process  60-100  tons  a  day.  However,  there  are  a  number  of  spin-off  businesses 
which  are  possible  with  the  ready  access  to  the  "raw"  material  and  the  low  cost 
steam  of  the  City's  Waste-to-Energy  Plant.  The  Partnership  intends  to  identify  the 
most  viable  pilot  plants,  using  existing  Argonne  technology;  one  of  the 
possibilities  is  a  plant  to  recycle  the  waste  material  of  junked  cars  (called  "fluff") 
and  to  reuse  the  processed  material  in  re-manufacturing  of  plastic  components. 
There  are  a  number  of  the  other  possibilities.  Argonne  will  also  help  to  upgrade 
and  add  additional  process  to  the  MRF  to  enhance  the  economic  viability  of  the 
operations.  Also,  Bethel  is  working  with  the  Institute  for  Local  Self  Reliance  to 
identify  the  companies  that  use  processed,  recycled  material  (who  would  be 
potential  users  of  the  reclaimed  buildings  under  Section  One)  as  the  raw  material 
for  their  end  product.  For  example,  Helene  Curtis  would  be  interested  in  the 
processed  plastic  and  the  remanufacturing  of  this  into  the  bottles  for  some  of 
their  products,  and  Argonne's  technology  could  make  the  difference  on  the 
viability  of  this.  This  could  lead  to  the  creation  or  recruitment  of  an  industrial 
operation  which  could  create  50-100  new  jobs  in  the  community. 

Phase  One  goals  are: 
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a)  Addition  of  at  least  one  process  to  the  MRF  that  will  add  value  to  the 
end  product  and  make  the  operations  and  jobs  more  viable. 

b)  Identification  of  and  development  of  at  least  one  spin-off,  pilot  plant 
which  will  process  or  manufacture  a  product,  using  the  technology  of  Argonne 
and  the  assistance  in  identifying  of  the  ILSR. 

The  actual  development  opportunities  facing  us  right  now  are: 

1 )  Argonne  technology  already  in  place  and  funding  being  sought  for: 

*Auto  Shredder  residue  recycling 

'Post  consumer  plastic  recycling  project  -  feasibility  study 

'Appliance  recycling  -feasibility  study 

•Incinerator  ash  metal  recovery 

2)  Institute  for  Local  Self  Reliance/Bethel  development  of  scrap  based 
manufacturing  plant  on  west  side. 

3)  Fiber  Fuels  Corporation,  a  minority  company  that  developed  fuel  pellet  plant  in 
South  LA  that  uses  recycled  paper  as  feedstock,  and  already  has  Argonne 
technology  transfer  agreement.  Looking  to  locate  plant  in  our  area,  in 
conjunction  with  us. 

4)  Resource  Recycling  Systems:  Michigan  group  seeking  Bethel  as  a  partner  for 
recycling  economic  development  project. 

5)  Sphere,  Inc.  interest  in  joint  recycling  development  with  appliance  recycling. 

6)  Waste  Management,  Inc.  interest  in  routing  750  tons  per  month  of  drop  box 
-material  to  our  MRF;  idea  discussed  with  Mayor's  office  in  June. 

7)  Asphalt  Roofing  Recycling  looking  for  local  site  and  partner  for  asphalt  roofing 
plant  manufacturing,  expand  an  Florida  Company  in  Chicago  in  partnership  with 
Bethel,  with  Argonne  technology  to  include  mbbertire  recycling. 

8)  Construction  and  demolition  debris  recycling  idea  being  pursued  with  us  by 
several  investors/developers. 

The  opportunities  are  there  for  a  major  industrial  rejuvenation  of  the  area,  in 
pursuit  of  just  some  of  these  opportunities.  It  will  take  full  cooperation  of  the  City 
and  Federal  Government  in  helping  to  make  these  possible,  and  Bethel  will  need 
a  full-time  staff  person,  under  guidance  from  administrative  staff  and  in 
partnership  with  the  Argonne  people  to  work  with  the  corporations,  to  identify 
buildings,  to  access  to  the  City/Federal  assistance,  to  seek  financing  for  these 
industries. 


Mary  Nelson,  President 

Bethel  New  Life,  Inc. 

367  N.  Kariov,  Chicago,  Illinois  60624 

(312)826-5540 
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National  Council  for  Urban  Economic  Development 


1 730  K  Street,  N.W.,  Suite  91 5,  Wastiington,  D.C.  20006  •  Telephone  (202)  223-4735  •  Fax  (202)  223-4745 
Jeffrey  A  Finkle,  Executive  Director 


Statement  of  Michael  J.  Montgomery 

Deputy  Secretary  for  Project  Management 

Pennsylvania  Department  of  Commerce 

Commonwealth  of  Pennsylvania 

on  behalf  of 

THE  NATIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DEVELOPMENT 

before  the 

U.S.  House  of  Representatives 

Subcommittee  on  Economic  Growth  and  Credit  Formation 

Committee  on  Banking,  Finance,  and  Urban  Affairs 

Congressman  Paul  E.  Kanjorski,  Chairman 


March  17,  1994 
2222  Raybum  House  Office  Building 
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Statement  of  Michael  J.  Montgomery 

Deputy  Secretary  for  Project  Management 

Pennsylvania  Department  of  Commerce 

Commonwealth  of  Pennsylvania 

on  behalf  of 

THE  NATIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DEVELOPMENT 

before  the 

U.S.  House  of  Representatives 

Subcommittee  on  Economic  Growth  and  Credit  Formation 

Committee  on  Banking,  Finance,  and  Urban  Affairs 

Congressman  Paul  E.  Kanjorski,  Chairman 


Chairman  Kanjorski,  honorable  members  of  the  Congressional  Subcommittee  on  Economic 
Growth  and  Credit  Formation,  I  am  pleased  to  testify  today  before  this  distinguished  body. 

My  name  is  Michael  Montgomery,  and  I  am  here  in  my  capacity  as  Deputy  Secretary  for 
Project  Management  with  the  Pennsylvania  Department  of  Commerce.    On  behalf  of 
Pennsylvania  Governor  Robert  P.  Casey  and  Pennsylvania  Secretary  of  Commerce,  Andrew 
T.  Greenberg,  I  am  here  to  share  with  you  an  overview  of  Pennsylvania's  long-standing 
relationship  with  the  U.S.  Economic  Development  Administration. 

I  am  also  here  on  behalf  of  the  National  Council  for  Urban  Economic  Development,  known 
as  CUED.    CUED  is  a  nonprofit  membership  organization  representing  over  1,200 
economic  development  professionals  from  cities  of  all  sizes  and  from  all  regions. 
CUED  has  worked  closely  with  the  Economic  Development  Administration  throughout  our 
26-year  history.    I  am  a  member  of  CUED's  Board  of  Directors  and  serve  on  its  Policy  and 
Issues  Committee. 

Through  EDA-sponsored  publications  and  conferences,  CUED  has  been  able  to  provide 
timely  information  to  the  economic  development  field  that  helps  them  to  understand  and 
adapt  to  global  economic  forces  affecting  their  local  economies.    While  I  will  be  speaking 
specifically  about  my  experience  in  Pennsylvania  today,  CUED  and  I  will  be  submitting 
written  testimony  that  will  provide  experience  from  members  across  the  nation  and  will 
include  detailed  recommendations  that  we  believe  would  improve  the  EDA. 

CUED  and  its  Board  of  Directors  appreciates  the  new  approach  that  seems  to  be  taking 
place  within  the  Economic  Development  Administration  (EDA)  with  the  appointment  of 
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William  Ginsberg  as  Assistant  Secretary  of  Commerce  for  Economic  Development  and 
Administrator  of  the  Economic  Development  Administration.    Mr.  Ginsberg,  who  was  a 
member  of  CUED  when  he  was  Development  Administrator  of  the  City  of  New  Haven, 
Connecticut,  is  familiar  with  traditional  approaches,  many  of  which  still  work  in  parts  of 
the  country,  and  also  has  a  great  deal  of  experience  with  economic  development's  newest 
tools  and  techniques,  which  will  be  of  increasing  importance  to  the  EDA  in  the  future. 
CUED  is  heartened  that  the  EDA  has  leaders  like  Will  Ginsberg  and  his  Deputy  Wilbur 
Hawkins,  who  are  able  to  lead  the  organization  to  the  cutting  edge  of  economic 
development. 

Increasingly,  states  and  localities  are  adapting  EDA's  programs  to  their  needs.    More  and 
more,  EDA  is  providing  aid  to  communities  attempting  to  improve  their  competitive 
position  in  the  world  economy—not  just  improve  their  streets  and  sewers.    EDA  is  also 
helping  companies  adapt  to  a  new  economic  environment— not  just  adapt  to  a  new  location 
outside  our  nation's  cities.    But  EDA  needs  to  continue  doing  more  and  refine  its  own 
programmatic  thrusts  to  suit  an  ever  changing  economy. 


EDA's  Impact  on  Pennsvlvania 

Like  many  other  states,  EDA's  impact  on  Peimsylvania  during  the  past  29  years  has  been 
tremendous.    During  that  period,  the  EDA  has  provided  nearly  $600  million  in  funding  to 
Permsylvania.    Nearly  half  of  this  funding  has  been  in  the  form  of  loan  guarantees  for 
expanding  businesses.    Over  $65  million  has  been  loaned  directly  to  businesses  in 
Permsylvania. 

Permsylvania  was  recently  cited  by  Business  Week  magazine  in  its  report  on  state  economic 
development  programs.  The  report  states  that  "Pennsylvania's  package  of  incentives  stands 
out  as  the  most  comprehensive  policy  effort  yet." 

Pennsylvania,  clearly,  offers  a  fertile  economic  development  environment,  and  the 
availability  of  EDA  fimding  has  been  particularly  complementary  to  those  state  initiatives. 
That  represents  the  true  value  of  EDA's  efforts.    For  instance: 

•  Our  internationally  respected  Ben  Franklin  Partnership  Program  provides  fimding 
and  technical  assistance  to  the  ever-increasing  numbers  of  advanced  technology 
businesses  that  are  being  created  in  Pennsylvania.    Indeed,  the  Ben  Franklin 
Partnership  concept  has  been  duplicated  by  a  number  of  states  throughout  the  nation. 

•  Pennsylvania's  Industrial  Resource  Centers  are  the  perfect  complement  to  the  Ben 
Franklin  Partnership.    These  eight  centers,  flanked  throughout  Pennsylvania,  provide 
critical  technical  assistance  to  the  manufacturing  sector  of  our  state's  economy. 
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•        Pennsylvania's  statewide  network  of  Area  Loan  Organizations,  and  multi-county 
Development  Districts,  also  sponsored  by  EDA  and  the  Appalachian  Regional 
Commission,  strategically  blend  their  work  with  that  of  the  Pennsylvania  Department 
of  Commerce. 

The  most  exciting  news,  with  respect  to  our  discussion  today,  is  that  all  of  these  linkages 
represent  the  very  foundation  for  our  relationship  with  the  EDA.    Thus,  this  federal 
agency's  dollars  enter  a  vast  multiplier  formula  in  Pennsylvania  that  has  played  a  key  role 
in  our  creation  and  retention  of  nearly  a  quarter  of  a  million  jobs  since  1987. 

Most  recently,  Pennsylvania  has  seen  an  increasing  value  in  the  use  of  EDA  funding  to 
enhance  our  sophisticated  network  of  economic  development  services  and  for  our  Revolving 
Loan  Funds. 

I  would  like  to  share  two  specific  examples  of  these  uses  of  EDA  funding  with  this 
committee.    Indeed,  each  of  these  uses  reflects  the  growing  need  to  position  our  economy 
for  a  decline  in  dependency  upon  defense-related  production  in  a  post  cold-war  global 
business  environment,  and  for  improving  the  competitive  position  of  our  industries  overall. 

First,  our  office  of  Technology  Development  was  successful  in  attracting  a  grant  for 
$250,000  from  EDA.    Pennsylvania  has  added  $89,000  to  this  pool  of  dollars. 
Peimsylvania  was  selected  as  one  of  the  pilot  states  to  survey  the  effects  of  funding 
cutbacks  from  the  Department  of  Defense  on  existing  manufacturers  within  the 
Commonwealth. 

As  further  evidence  of  the  broad  network  of  front-line  economic  development 
implementation  sources  about  which  I  discussed  earlier,  we  are  administering  this  project 
through  our  eight  regional  Industrial  Resource  Centers. 

As  the  completed  surveys  are  being  returned  and  evaluated,  company  site  visits  are 
arranged  and  representatives  of  the  Industrial  Resource  Centers  are  engaging  in  first-hand 
assessments  of  specific  companies.    The  results  of  each  assessment  will  then  help  the 
company  to  develop  a  well-defined  action  plan.    This  will  then  link  the  company  to  the 
state-supported  services  that  may  be  useful,  including  loan  funds  needed  by  the  Plan.    We 
hope  that  the  EDA  will  continue  to  broaden  its  focus  in  recognition  of  the  role  of 
technology  and  the  importance  of  human  infrastructure  in  the  new  economy. 

The  second  example  of  our  use  of  the  EDA  as  a  partner  for  our  programs  is  our  recently 
successful  competition  for  an  EDA  Revolving  Loan  Fund.    The  EDA  grant,  in  the  amount 
of  $2.5  million,  is  matched  by  an  equal  amount  through  our  Department's  Pennsylvania 
Capital  Loan  Fund.    This  new  Fund  will  then  provide  a  dedicated  base  of  loan  assistance  to 
help  the  defense-impacted  companies  carry  out  their  action  plan. 


336 


In  concert  with  the  two  EDA-funded  initiatives,  and  as  follow-up  to  recent 
recommendations  made  to  us  by  the  Corporation  for  Enterprise  Development,  the  state  has 
taken  action  to  help  ensure  that  the  service  delivery  to  any  company  is  the  most  effective 
and  efficient  possible.    Relying  on  a  network  of  regional  consortiums  of  economic 
development  service  providers  -  practitioners  were  invited  to  design  a  strategy  for  an 
improved  service  delivery  system  within  their  respective  regions. 

The  Commonwealth's  Community  Economic  Recovery  Program  (CERP)  is  the  source  of 
fimds  for  the  actual  studies.    An  allocation  of  $750,000  for  fiscal  year  1994  has  been 
earmarked  for  these  regional  planning  and  organizational  activities. 

The  net  result  of  the  application  of  these  state,  EDA  and  other  federal  ftmds  will  be  to  help 
industries  in  any  region  of  the  Commonwealth,  including  defense-impacted  companies,  to 
improve  their  domestic  and  global  competitiveness.    The  full  range  of  programs  and 
services  in  the  Commonwealth  economic  development  "tool  kit"  would  be  effectively  and 
efficiently  provided  to  specific  companies,  or  groups  of  companies,  through  a  networking  of 
the  service  providers  that  will  be  customized  to  the  special  needs  and  conditions  in  each 
region  of  the  Commonwealth. 

While  these  hearings  are  focusing  on  the  utility  of  EDA  in  supporting  technology  and  other 
services  to  industry,  it  may  still  be  important  not  to  overlook  the  utility  of  EDA's 
traditional  public  works  programs  in  new  ways.    Through  our  Regional  Opportunities 
initiative,  the  Commonwealth  has  directed  well  over  one  quarter  billion  dollars  in  the  past 
five  years  helping  to  revitalize  old  industrial  sites  in  our  urban  and  rural  economic  centers, 
especially  our  Enterprise  Zones.    EDA  has  been  a  very  valuable  partner  in  the  projects,  and 
we  encourage  EDA  to  support  the  usage  of  some  of  its  funds  toward  the  planning  and 
cleanup  of  older  environmentally-troubled  industrial  sites. 

The  way  we  view  it,  these  projects  help  provide  new  space  in  the  centers  to  help  meet  the 
expansion  needs  of  industries  already  located  in  the  centers.    At  the  same  time,  the  service 
delivery  side  of  our  programs  helps  companies  to  expand.    The  two  sides  of  our  strategy 
can  work  hand-in-hand.    The  services  side  helps  companies  grow  and  expand,  the  real 
estate  development  side  is  preparing,  in  advance,  the  expansion  space  they  may  need. 


Other  Innovative  State  and  Local  Initiatives 

Like  Pennsylvania,  other  states  and  cities  have  benefitted  from  the  use  of  EDA  funds 
through  the  years  as  well.    The  St.  Louis,  Missouri,  area  has  lost  approximately  20,000 
defense  workers  since  1989.    EDA  fimds  have  been  used  extensively  for  defense  conversion 
in  such  areas  as  providing  educational,  management,  and  technology  development  services 
to  the  metal  machining  industry;  funding  the  St.  Louis  Metropolitan  Loan  Program,  which 
will  provide  loans  to  defense  dependent  companies  trying  to  diversify;  and  surveying  laid 
off  McDonnell  Douglas  employees,  and  other  research  to  identify  strategies  to  assist  in  the 
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diversification  of  the  regional  economy.    Moreover,  through  a  recent  EDA  grant,  St.  Louis' 
World  Trade  Center  will  expand  its  trade  assistance  efforts  by  establishing  satellite  offices 
throughout  the  region  and  developing  a  video-conferencing  center  to  link  up  with  the  250 
World  Trade  Centers  around  the  world. 

EDA's  University  Center  in  Cleveland  has  conducted  two  technical  assistance  studies  for 
the  Ohio  Economic  Development  Department,  demonstrating  how  international  technology 
partnerships  could  be  formed  by  Ohio's  Edison  Technology  Centers  and  Western  Europe. 
Since  that  time,  a  variety  of  linkages  have  taken  place,  and  the  Technology  Centers  have 
become  much  more  internationally  connected  in  the  ways  that  the  University  Center  had 
suggested.    Clevelemd's  University  Center  is  also  doing  a  study  for  the  U.S.  Environmental 
Protection  Agency  in  conjunction  with  the  EDA  of  how  1 1  major  cities  are  financing  the 
cleanup  of  brownfield  sites  in  central  cities.    To  distribute  the  findings  of  the  study,  the 
Center  is  holding  a  conference  entitled  "Urban  Environmental  Justice  and  Economic 
Development"  at  the  end  of  April. 

San  Diego's  Department  of  Economic  Development  has  received  EDA  approval  for  the 
fimding  of  infi-astructure  related  to  the  development  of  an  urban  commercial  shopping 
center  in  one  of  its  lowest-income  communities.    The  City  is  also  currently  working  on  the 
establishment  of  the  San  Diego  Technology  Council,  which  will  bring  together  the 
resources  and  expertise  of  industry,  academia,  labor  and  government  to  facilitate  technology 
commercialization  and  industry  modernization,  and  will  be  largely  fiinded  by  the  EDA. 


Recommendations 

It  is  incumbent  upon  me  to  focus  on  what  may  be  the  most  important  change  needed  in 
redirecting  the  use  of  EDA's  resources  or  any  other  federal  economic/commimity 
development  program.    That  is  the  re-examination  and  the  delineation  of  roles. 

In  EDA  and  other  federal  programs,  the  partnership  with  the  states  and  cities  is  incomplete. 
In  Pennsylvania,  we  are  hard  at  work  in  defining  our  role  with  our  substate  partners  so,  as 
David  Osborne  has  summarized,  we  do  less  "rowing"  and  more  "steering." 

EDA  and  Congress  similarly  may  wish  to  consider  better  refinements  to  the  organization's 
role  as  a  "wholesaler"  of  services.    Congress  should  aid  EDA  in  its  efforts  to  better 
articulate  its  goals  and  objectives  for  the  long  term  by  reauthorizing  the  agency.    EDA 
needs  to  continue  and  expand  its  role  in  terms  of  collecting  and  disseminating  information 
about  "best  practices"  and  to  offer  training  and  technical  assistance  to  communities. 
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1.  EDA  could  play  a  stronger  role  in  coordinating  the  myriad  efforts  of  various 
Federal  departments  and  programs. 

EDA  should  serve  as  the  key  point  of  contact  between  those  agencies  and  state  or  local 
practitioners  regarding  Federal  economic  development  policy  priorities.    Those  policies 
should  include  adapting  EDA's  funding  mechanism  to  changing  economic  needs  and  the 
greater  unmet  needs  of  urban  America. 

2.  EDA  would  be  most  effective  if  it  allowed  for  the  kind  of  investment  that  is 
needed  to  finance  the  infrastructure  of  the  21st  Century. 

In  fact,  the  definition  of  "infi-astructiu-e"  should  be  expanded  to  include  the  fiber-optic 
infi-astructure  that  will  need  to  be  laid  across  the  country  to  link  people,  governments,  and 
the  new,  high-technology  businesses  that  are  currently  being  created.    The  use  of  planning 
funds  should  also  be  expanded  to  allow  for  the  planning  of  this  new  infrastructure  and  other 
related  needs,  such  as  training  and  other  necessary  technologies.    Furthermore,  the  financing 
needs  and  tools  have  changed  substantially  over  the  past  29  years,  and  EDA's  fmancing 
tools  should  also  change  to  reflect  that.    Information-  and  technology-based  companies  are 
in  great  need  of  equity  funding  to  match  local  seed  funds;  the  EDA  could  fill  this  gap. 
Cities  such  as  San  Diego,  California,  Newport  News,  Virginia  and  Wheeling,  West  Virginia 
are  only  two  of  many  cities  that  are  busy  developing  high-technology  centers  in  preparation 
for  the  next  phase  of  this  nation's  economy. 

3.  EDA  should  also  continue  to  address  the  urban/rural  imbalance  in  its  funding. 

We  at  CUED  believe  that  the  rural-urban  allocation  of  EDA  funding  should  be  much  more 
balanced.    The  agency  has  historically  devoted  only  20  percent  of  its  funding  to  urban 
areas.    While  Congress  has  created  a  new  initiative  through  the  Rural  Development 
Administration  to  address  rural  poverty  concerns,  urban  areas  have  witnessed  a  reduction  in 
the  only  flexible  form  of  Federal  development  funds  at  the  U.S.  Department  of  Housing  and 
Urban  Development.    Furthermore,  those  ftmds  are  increasingly  constrained  from  being 
used  for  economic  development  because  of  red  tape  and  provide  no  funds  to  deal  with  the 
fundamental  problems  addressing  the  economic  base  of  our  cities—a  role  that  EDA  could 
play  very  well  if  more  resources  were  available  for  that  activity.    CUED  would  like  to  see 
the  funding  allocation  at  EDA  correspond  more  closely  with  the  proportion  of  the  rural- 
urban  population  in  the  U.S.   CUED  and  its  members  are  prepared  to  work  with  the  EDA 
to  design  an  even  more  active  role  for  the  agency  in  urbanized  areas. 

Some  of  EDA's  greatest  successes  have  come  in  urban  and  urbanizing  areas  where 
carefully  targeted  investments  have  resulted  in  leveraging  substantial  private  investment  to 
create  or  retain  jobs  in  the  private  sector.    EDA's  investments  in  public  works  and 
infrastructure  have  been  vital  in  making  hundreds  of  development  and  redevelopment 
projects  fmancially  viable.    Typical  was  EDA's  investment  of  Title  I  fiinds  in  the  Port  of 
Tacoma,  Washington,  which  leveraged  $250  million  in  other  local  investment  and  created 
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thousands  of  new  jobs.    We  agree  that  EDA  should  continue  to  focus  its  pubHc  works 
program  in  projects  where  private  investment  can  be  leveraged.    Because  the  federal  money 
is  so  limited,  it  should  be  used  where  it  will  do  the  most  good. 


As  we  look  to  the  future,  we  see  many  reasons  for  optimism.    Much  has  been  learned, 
much  can  be  done  if  we  focus  on  what  the  different  levels  do  best. 

It  should  be  noted  that  our  optimism  for  this  effort  would  be  difficult  to  achieve  without 
our  strong  relationship  vsdth  the  EDA.    Therefore,  I  urge  their  continued  success  -  and 
growth  -  through  both  Congressional  and  Administrative  support  of  the  program. 

Mr.  Chairman,  thank  you  for  allowing  me  the  opportimity  to  comment  on  exemplary  state 
and  local  initiatives  with  EDA  assistance. 
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Before  the 


8UBCOMMITTE  ON  ECONOMIC  GROWTH  AND  CREDIT  FORMATION 

COMMITTEE  ON  BANKING,  FINANCE  &  URBAN  AFFAIRS 

U.S.  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C.   20515-6106 


HONORABLE  PAUL  E.  KANJORSKI 
Chairman 


by 

RAYMOND  M.  CODEY 
NEW  COMMUNITY  CORPORATION 


March  17,  1994 
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THE  NEW  COMMUNITY  CORPORATION 
AND  THE  NEW  COMMUNITY  NETWORK 

New  Community  Corporation  is  the  largest  nonprofit  community 
development  corporation  in  New  Jersey.  Since  its  creation  in  1968 
by  a  dedicated  group  of  residents  from  Newark's  Central  Ward,  it 
has  been  a  major  contributor  to  the  renaissance  and  revitalization 
of  Newark.  New  Communtiy's  mission  is  to  improve  the  guality  of 
life  of  the  people  of  Newark  to  reflect  individual  dignity  and 
personal  achievement.  New  Community  seeks  to  fulfill  its  mission 
by  providing  dignified,  affordable  housing;  a  safe,  secure 
neighborhood;  quality  health  and  day  care;  creative  education 
programs;  social  services;  and  neighborhood  economic  development 
opportunities . 

NCC  provides  services  to  the  community  through  a  "cooperative 
network"  which  includes  not  only  the  housing  corporation  and  its 
components  but  Babyland  Nursery  and  St.  Rose  of  Lima  School  as 
well.   Network  involvements  include: 

-  The  Babyland  network  of  seven  daycare  centers  for  babies  and 
children,  including  an  HIV  child  daycare  center. 

-  The  Harmony  House  transitional  housing  program  for  102 
homeless  families,  which  combines  shelter,  daycare,  job  training 
and  referral,  and  social  services  in  order  to  break  the  cycle  of 
homelessness  for  urban  families. 

-  A  federal  community  development  credit  union  with  1900 
members  and  $2,700,000  in  assets. 

-  A  health  care  center  with  medical  group  practice,  and 
corresponding  medical  transport  service,  operated  in  conjunction 
with  United  Hospitals. 

-  The  Extended  Health  Care  Facility,  a  180-bed  nursing  home. 

-  A  teen-parent  educational  support  and  daycare  program. 

-  A  family  violence  counseling  and  shelter  program,  and 
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protective  services  for  children. 

-  Nutrition  and  food  services  for  young  and  old. 

-  An  employment  center  with  two  offices  which  annually  places 
over  1000  residents  into  full  time  jobs  at  no  fee. 

-  A  community  newspaper.  The  Clarion  with  a  circulation  of 
42,000  copies. 

-  A  neighborhood  social  services  program,  which  includes 
medical  day  care,  medical  transportation,  nutrition  counseling, 
pre-natal  care,  meals-on-wheels,  trips  and  activities,  congregate 
nutrition,  entitlement  assistance,  prescription  drug  delivery,  etc. 

-  A  youth  activity  and  development  program,  including  a  summer 
day  camp  at  Lake  Hopatcong,  N.J. 

EXPERIENCE  IN  PROVIDING  HOUSING  FOR 
LOW-INCOME  FAMILIES 


The  New  Community  network  of  housing  affiliates  owns  ten 
housing  developments  in  Newark  and  one  in  Jersey  City  which  provide 
attractive,  safe  and  affordable  housing  with  over  2400  units  for 
over  6000  residents  certified  as  income  eligible  by  the  N.J. 
Housing  and  Mortgage  Finance  Agency  and  Dept.  of  Community  Affairs. 
NCC  also  provides  a  full  range  of  services  for  each  development, 
including  property  management,  maintenance,  security  and  social 
services.  Each  unit  is  rented  to  a  low-income  tenant.  NCC  has 
built  or  rehabilitiated.  1,317  units  of  low-income  family  housing, 
and  manages  an  additional  4  0  family  units.  The  history  of  New 
Community's  housing  developments  can  be  summarized  as  follows: 

YEAR       NAME  TYPE  UNITS 


1975 

NC  Homes 

Family 

120 

1977 

NC  Roseville 

Senior 

98 

1978 

NC  Associates 

Senior 

224 

1980 

NC  Commons 

Family 

150 

1980 

NC  Commons 

Senior 

222 

1980 

Douglas  Homes 

Senior 

135 

1981 

NC  Gardens 

Family 

74 
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1981 

NC  Gardens 

Senior  & 

Handicapped 

161 

1983 

NC  Manor 

Family 

173 

1983 

NC  Manor 

Senior 

154 

1983 

Douglass-Harrison 

Family 

754 

1988 

NC  Sussex 

Family 

31 

1989 

Harmony  House 

Family 

Homeless 

102 

1991 

Englewood  I  &  II 

Senior/Family 

40  (mgt.  only) 

1991 

Ocean-Bayview  I 

Family 

15 

1992 

Ocean-Bayview  II 

Family 

18 

1994 

NCC  Estates 

Family 

56 

Each  of  New  Community's  housing  corporations  is  the  managing 
partner  of  its  respective  New  Jersey  Title  55  limited  dividend 
housing  association.  Each  association  is  the  owner  of  a  federally 
subsidized  housing  development,  and  all  except  Sussex,  Englewood, 
Harmony  House  and  Ocean-Bayview  have  a  mortgage  loan  with  the  New 
Jersey  Housing  and  Mortgage  Finance  Agency.  The  latter  four 
projects  combine  various  private  and  governmental  financing 
mechanisms.  These  associations  are  syndications  of  limited-partner 
investors  that  contribute  supplemental  financing  in  return  for  low- 
income  housing  tax  credits.  New  Community  augments  its  financial 
capacity  through  successful  competition  for  private  foundation  and 
government  grants. 

New  Community  has  either  built  or  rehabilitated  ten  major 
housing  developments  in  Newark.  It  owns  and  operates  all  of  these 
developments,  which  provide  attractive,  safe,  sound  and  affordable 
housing  for  over  6000  persons.  Four  of  these  developments  were 
deteriorated  or  abandoned  buildings  that  New  Community  acquired  and 
renovated.  This  provided  hundreds  of  additional  units  of  housing 
for  seniors  and  families.  Also,  NCC  recently  developed  56  two  and 
three  bedroom  townhouses  on  14th  Avenue  for  rent  and  eventual  sale 
to  low/moderate  income  families,  as  well  as  a  33  unit  affordable 
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rental  housing  project  in  Jersey  City  financed  in  conjunction  with 
Colgate-Palmolive.  Finally,  NCC  provides  a  full  range  of  services 
to  each  of  its  developments,  including  property  management, 
maintenance,  security  and  social  services.  In  keeping  with  its 
neighborhood  design  focus,  New  Community  plans  to  construct  a 
neighborhood  recreation  center  and  activities  park  within  the  area 
of  its  family  housing. 

Responding  to  the  need  for  commercial  development  in  central 
Newark,  New  Comjnunity  tackled  its  first  commercial  venture  —  the 
transformation  of  an  historic  old  landmark  church  into  St.  Joseph 
Plaza,  an  elegant,  modern  office  and  recreation  complex.  Opened 
for  business  in  1986,  St.  Josephs  Plaza  contains  a  restaurant  ("The 
Priorty") ,  a  fitness  center,  a  medical  office,  and  office  space 
used  as  New  Community  headquarters.  New  Community  is  responsible 
for  the  construction  of  the  Neighborhood  Shopping  Center,  a 
supermarket  complex  on  South  Orange  Avenue  that  opened  to  the 
public  in  July  of  1990.  The  Shopping  Center  has  a  45,000  sq.  ft. 
Pathmark  supermarket,  operated  as  a  joint  venture  between  New 
Community  and  Supermarkets  General.  Four  other  "satellite  store" 
businesses  are  owned  and  operated  by  New  Community.  These  include 
a  Dunkin  Donuts  franchise,  a  5300  sq.  ft.  food  court,  a  print  shop 
and  a  Mail  Boxes,  etc.  franchise.  New  Community  anticipates 
further  economic  development  projects  in  the  Newark  Central  Ward  in 
the  near  future,  including  commercial  office  space  and  a  job 
training  center. 

In  sum.  New  Community  has  succeeded  in  bringing  together  all 
of  the  elements  of  community  rehabilitation  and  empowerment: 
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conceptualization,  design,  construction  and  operation  of  housing, 
social  and  health  services,  security,  education  and  economic 
development  projects.  1239  full  time  jobs  have  been  created  and 
all  were  accomplished  without  one  penny  of  support  from  EDA. 

NCC  is  now  the  largest  non-governmental  employer  of  minorities 
in  Newark.  In  1993,  we  paid  the  City  of  Newark  $4,587,502  in  real 
estate  taxes  and  the  federal  government  $5,510,915  in  withholding 
taxes . 

Our  approach  has  always  been  to  offer  the  less  advantaged  in 
our  community  a  chance  to  lift  themselves  out  of  poverty,  to  work 
with  them  in  strengthening  their  neighborhoods  and  to  act  with  them 
in  challenging  bureaucracies. 

That's  why  we're  here  today.  We  need  to  challenge  the  EDA 
bureaucracy  to  become  a  "user-friendly"  consumer  oriented  financial 
catalyst  to  rebuild  America  and  put  people  back  to  work.  We  need 
EDA  to  recognize  community  development  corporations  (CDC's)  as  a 
viable  partner  in  this  process. 

I  would  recommend  the  following  issues  to  the  subcommittee's 

attention: 

KEY  RECOMMENDATIONS: 

1.  Clarify,  in  statue  and  in  the  regulations,  that  community 
development  corporations  (CDCs)  and  other  nonprofit 
organizations,  are  eligible  to  apply  for  and  to  receive 
EDA  assistance,  and  specifically.  Special  Economic 
Development  and  Adjustment  Assistance  Grants  that  may  be 
used  to  capitalize  Revolving  Loan  Funds  (under  Title  IX 
of  the  Public  Works  and  Economic  Development  Act  of 
1965) .  Under  existing  regulations  CDCs  are  considered  to 
be  "eligible  recipients,"  but  in  practice  many  CDCs,  have 
had  difficulty  participating  in  EDA  programs. 

-  Help  EDA  to  broaden  its  "economic  development"  mission 
by  modifying  programs  so  that  they  address  the  barriers 
to  economic  growth  and  job  creation  in  our  economy,  such 
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as  the  lack  of  credit  and  capital  available  for  small 
businesses,  especially  in  economically  distressed  urban 
and  rural  communities.  This  could  be  accomplished,  in 
part,  by  providing  greater  flexibility  under  existing 
programs,  such  as 

2.  -  allowing  EDA  Revolving  Loan  Funds  to  make  equity 
investments  in  small  private  businesses; 

3.  -  lifting  the  restriction  that  EDA  assistance  can  not 
account  for  more  than  20  percent  of  the  total  funding  for 
a  specific  project,  especially  given  the  reluctance  of 
bankers  to  finance  a  major  share  of  a  project; 

4.  -  establishing  a  parallel  track  for  CDCs  (and  other 
nonprofits)  seeking  assistance  for  community-based 
economic  development  activities,  as  distinct  from  public 
infrastructure  projects,  that  would  enable  the 
organization  to  submit  a  proposal  directly  to  Washington 
and  to  be  evaluated  under  a  peer  review  process,  rather 
than  by  the  local  OEDP  board  procedure; 

5.  -  waiving  the  requirement  that  recipients  of  EDA 
assistance  "subordinate"  their  position  or  obligation  in 
a  project  or  in  a  loan  to  a  borrower,  to  that  of  the 
agency; 

-  altering  the  limit  on  EDA  funding  of  $10,000  for  each 
job  created  in  a  region  where  the  flexibility  to  do  more 
capital-intensive  development  is  required  if  skill  and 
income  levels  are  to  be  raised  above  the  prevailing  low 
rates ; 

6.  -  authorizing  EDA  to  provide  funding  for  both  the 
environmental  analysis  of  a  property  and  for  the  clean-up 
that  may  be  necessary; 

-  Make  sure  that  EDA  field  offices  understand  that  the  agency's 

programs  are  open  to  all  "eligible  recipients"  -  including  CDCs  - 

and  that  they  should  be  permitted  to  compete  equally  with  other 

types  of  "eligible"  organizations. 

Thank  you  very  much  for  the  opportunity  to  speak  with  you. 
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New  Community  Corporation 
DEVELOPMENT  DEPARTMENT 

1993  ANNUAL  REPORT 


PURPOSE  AND  NEEDS 


NCCs  Development  Depaitment 
seeks  to  provide  the  major  facilities  and 
resources  needed  by  New  Community  and  its 
affiliated  Network  of  community 
development  corporations,  for  the  fulfillment 
of  its  goal  of  improving  the  quality  of  life  of 
the  people  of  Newark  through  individual 
dignity  and  personal  achievement.  NCCs 
approach  to  community  development  is  a 
multi-faceted  one,  which  creates  a  variety  of 
operational  needs:  buildings,  information, 
financing,  himian  capital,  machinery, 
vehicles,  etc.  NCC  Development  helps  to 
plan  for  new  facilities  and  new  programs, 
seeks  out  sources  of  funding,  provides 
information  and  analysis,  helps  to  negotiate 
with  government  and  private  concerns,  and 
seeks  to  improve  existing  operations. 


OBJECTIVES 


1.)      Develop      PHYSICAL 
STRUCTURES    AND    FACILITIES    to 

support  New  Community  goal  of  providing 
safe,  decent  and  affordable  housing;  daycare, 
medical  services,  family  and  youth  services; 
vocational  support  activities;  and  economic 
development  enterprises.  Provide  a  complete 
and   comprehensive   development   service. 


including  analysis,  flnancial  plaiming, 
funding  source  development,  legal  support, 
design  review,  regulatory  approvals, 
contracting,  construction  oversight,  and 
operational  start-up  assistance. 

2.)  Develop  and  assist  other  New 
Community  Network  members  in  the 
development  of  ECONOMIC 
DEVELOPMENT  INITIATIVES  and  NEW 
HUMAN  SER  VICE  PROGRAMS.  Prepare 
grant  applications,  assist  in  program  design 
and  financial  planning,  and  assist  in  program 
implementation. 

3.)  Provide  PUBUC  RELATIONS 
and      GOVERNMENTAL     RELATIONS 

assistance  to  the  New  Community  Network, 
including  information,  facility  and  program 
tours,  and  other  forms  of  outreach  to 
governmental  officials,  community 
development  organizations,  human  service 
groups,  foundations,  businesses  and 
interested  public  citizens.  Assist  in  relations 
with  the  press  and  the  electronic  media,  and 
help  coordinate  political  action  efforts. 

4.)  Provide  overall  assistance  to  all 
New  Community  Network  op>erating 
functions  with  regard  to  both 
OPERATIONAL  PLANNING,  day-toKiay 
management  issues,  and  fuiancial  matters. 
Assist  in  the  effort  to  raise  the  quality  of 
service  and  the  efficiency  of  resource  usage 
by  all  Network  operations. 
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1993  NCC  DEVELOPMENT 
INITIATIVES 


A.  Townhoxise-stvle  Housing  Development 

The  New  Community  Estates  project 
is  a  56-imit  low-income  rental  development 
that  was  constructed  in  1993.  A  second 
phase  of  this  project  is  now  in  pre- 
development.  As  a  part  of  this  project, 
Bellemead  Construction  this  year  built  4 
imits  of  housing,  as  a  demonstration  of 
advanced  construction  techniques  which 
lower  development  and 
operating  costs.  These 
units  have  been  turned  over 
to  NCC  for  rental  to  low- 
income  families.  NCC 
Development  has  also 
initiated  development  of  a 
9-unit  moderate-income 
homeownership  project  on 
Orange  St.  in  Newark's 
Roseville  neighborhood. 


the  U.S.  Dept.  of  H.U.D.  for  funding  to 
restore  206  units  of  abandoned  public 
housing  in  Newark's  Hayes  Homes  housing 
complex,  and  to  convert  those  units  to 
resident  ownership.  HUD  had  informed  us 
that  although  our  application  is  feasible,  it 
would  not  fund  our  request.  However, 
continued  support  from  our  Senators  and 
Congressman  is  expected  to  reverse  that 
decision.  NCC  anticipates  that  this  project 
will  have  national  significance,  in  that  it  will 
serve  as  a  model  for  the  reuse  of  failed 
public  housing.  NCC  believes  that  resident 
ownership  will  instill  pride  and  involvement 


All  of  the  above 
developments  are  designed 
to  emphasize  green  space 
and  common  area.  The 
express  objective  is  to 
promote  a  sense  of 
conmiunity  and  a  safe, 
family-centered 
environment.  Each 

development  will  provide  units  that  are  fully 
handicapped-accessible. 


DEVELOPMENT  DEPARTMENT  services  to  the 
NEW  COMMUNITY  NETWORK  include: 

♦  Production  of  Low-Income  Housing. 

♦  Production  of  Daycare  Centers,  Commercial  Developments, 
Health  Care,  Training,  and  Social  Service  Facilities. 


♦     The  Clarion  monthly  newspaper. 


4     Funding  development,  through  grant  and  loan  applications. 

♦  Public  and  political  relations  assistance. 

♦  Assistance  to  all  phases  of  New  Community  operations, 
including  planning,  marketing,  operational  improvements, 
refinancing,  etc. 


on  the  part  of  residents,  the  lack  of  which 
doomed  these  building  as  public  housing. 


B.  Reuse  and  Homeownership  of  Abandoned 
Public  Housing 

New     Community     Development 
continues  to  advocate  for  its  proposal  with 


C.   Alternative  Development  Strategies 

The  NCC  Development  Dept.  is  now 
involved  in  negotiations  regarding  various 
properties  owned  by  the  Resolution  Trust 
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Corp.  The  recent  failure  and  closing  of  the 
Howard  Savings  Bank  has  increased  the 
number  of  properties  available.  Other  bank 
real  estate  organizations  also  have  various 
properties  available  in  the  Newark  vicinity 
and  state-wide. 

NCC  sees  this  as  an  opportunity  to 
make  low-income  housing  available  in  a 
shortened  time  frame.  The  recent 
improvements  in  the  economy  have 
revitalized  the  market  for  low-income 
housing  tax  credits,  while  not  yet  using  up 
the  stock  of  excess  housing  available  for 
conversion  to  low-income  usage.  This 
creates  a  "moment  of  opportunity"  that  NCC 
hopes  to  capture.  The  flrst  fruits  of  this 
effort,  the  376-unit  Stony  Hill  project  in 
Eatontown,  NJ,  will  be  taken  over  by  NCC 
this  year.  The  project  is  a  mixed  market  rate 
and  moderate/low  income  rental  project,  and 
should  provide  positive  cash  flow. 


D.   Senior  Citizens  Housing 

Based  upon  pre-development  work 
completed  this  year,  NCC  expects  to  build 
128  units  of  housing  for  senior  citizens  in 
Orange,  NJ,  and  80  units  of  senior  housing 
in  Jersey  City  in  1994.  These  will  represent 
NCCs  first  senior  housing  developments 
outside  of  Newark.  NCC  will  provide  its 
newest  senior  residents  with  a  full  range  of 
supportive  and  recreational  services. 


E.   Recreation  and  Green  Space  Usage 

New  Community's  18,000  sq.  ft. 
Recreation  Center  at  Hayes  St.  is  ready  for 
construction,  and  is  anticipated  to  be 
completed  and  open  in  1994.  The  facility, 
adjacent  to  NCCs  senior  and  family  housing. 


will  provide  indoor  recreation  for  youth,  and 
also  serve  as  a  community  meeting  and 
performance  center.  The  Center  will  be  an 
asset  to  NCCs  efforts  to  help  increase 
political  awareness  and  enfoinchisement  of 
neighborhood  residents. 

Directly  adjacent  to  the  Recreation 
Center  is  a  2  acre  tract  of  land  that  NCC  is 
currently  assembling  with  the  administrative 
assistance  of  the  Trust  for  Public  Land  and 
the  financial  assistance  of  a  State  of  New 
Jersey  Green  Acres  grant.  This  space  will 
be  developed  into  an  outdoor  active 
recreation  space  for  youth.  It  will  be 
designed  to  serve  a  broad  age  range,  with 
sand  boxes  for  toddlers,  climbers  for  primary 
school  age,  and  basketball  /  tennis  / 
volleyball  for  teenagers.     It  will  also  be 


HOUSING  NEEDS 

•  NCC  Housing  Waiting  List:  1,000. 

•  Newark  Housing  Authority  Waiting 
List:  6,000. 

•  C.OA.H.  affordable  housing 
production  target  for  City  of  Newark:  698 
units  per  year. 

•  City  of  Newark  CJIA.S.:  overall 
need  for  1,200  new  units  of  housing  per 
year. 


landscaped  to  provide  an  aesthetically 
pleasing  green  space  in  the  midst  of  a 
densely  developed  urban  area. 


F.   Economic  Development 

NCC  has  initiated  discussions  with 
federal  officials,  state  officials  and  local 
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universities  regarding  the  creation  of 
technology-based  manufiactunng  and  service 
companies  in  the  Newark  area,  as  a  way  of 
stimulating  the  Newark  economy  and 
providing  significant  opportunities  for 
worker  career  advancement.  This  will 
represent  the  main  direction  of  future  NCC 
economic  development  efforts.  Already, 
HCC  is  discussing  with  New  Jersey  Institute 
of  Technology  the  starting  of  an 
environmental  remediation  service  that  is 
needed  for  urban  development  and  that 
would  provide  technical  career  training  and 
opportunities  to  urban  residents.      Other 


opportunities  include  coiiq)uter  equipment 
repair,  medical  equipment  manufacturing, 
specialized  materials  fabrication  (e.g. 
superconductors),  etc. 

Furthermore,  NCC  is  now  involved  in 
the  development  of  a  modular  housing 
manufacturing  enterprise.  Such  an  enterprise 
will  utilize  advanced  construction  materials 
and  techniques,  will  provide  local  job 
opportunities,  and  will  provide  career 
training  oppottimities  in  conjunction  with 
NCCs  vocational  training/C.E.T.  initiative. 


Major  Projects  for  1994: 

♦  Hayes  Homes  -  Rehabilitate  two  100  unit  NHA  high-rise  towers  for 
family  homeownership. 

♦  The  Orange  Y  -  128  units  of  senior  housing  in  Orange,  NJ 

♦  The  NCC  Vocational  Training  Center  -  24,000  sq.  ft.  of  vocational 
training  and  daycare  (Babylarui  8). 

♦  77i€  start  of  a  $2  million  inter-Network  construction  loan  fund, 
funded  by  a  Ford  Foundation  PRl  loan  at  1%  interest. 

♦  The  New  Jersey  Tax  Credit  Pool. 

♦  Building  the  Recreation  Center. 

♦  Jersey  City  senior  housing,  80  units  funded  by  a  HUD  Section  202 
grant. 

♦  Rehabilitate  the  St.  Joseph's  Rectory  Annex  to  provide  additional 
office  space  for  the  New  Community  Network. 

♦  Develop  rehabilitated  ajfordable  housing  in  East  Orange  through  a 
joint  venture  with  Community  Builders,  Inc.  (a  federally  appointed  C.H.D.O. 
assistance  organization). 

♦  Develop  a  modular  manufacturing  factory  in  Kearny,  New  Jersey. 

♦  Reactivate  the  Chelsea  Construction  Company. 

♦  Assume  ownership  of  the  Stony  Hill  apartment  complex  in 
Eatontown,  New  Jersey. 
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G.  Job  Traininp  and  Adult  Education 

NCC  is  currently  planning  for  the 
introduction  of  the  C.E.T.  model  for  job 
training,  as  outlined  elsewhere  in  this  report. 
NCC  Development  is  now  planning  for  the 
construction  of  a  20,000  sq.  ft.,  200-capacity 
training  center,  with  an  adjacent  day  care 
center  for  65  children.  This  facility  will 
house  most  of  the  training  programs  that  will 
be  started  by 
NCC.  It  will 
occupy  the 
property  donated 
to  NCC  by 
Victoria  on 
Bergen  St.,  as 
well  as  adjacent 
properties.  Site 
control  issues  and 
financing  issues 
are  now  being 
addressed.  NCC 
plans  for 
construction  to 
start  on  this  center 
in  1994. 

NCC  will  also  continue  development 
efforts  for  an  adult  education  and  day  care 
facility  to  be  built  in  the  Roseville  section  of 
Newark. 


H.  Micro-enterprise  Propam/Small  Business 
Development  Office 

Although  the  entrepreneurial  spirit  is 
alive  and  well  in  the  neighborhoods  of 
Newark,  the  barriers  to  the  start-up  and 
operation  of  a  legitimate  one-person  or 
^mily  business  are  formidable.  There  is  a 
lack  of  information,  expertise  and  capital 
facing  the  man  or  woman  with  an  idea;  the 


average  Newarker  does  not  have  access  to 
the  family  networks  of  support  that  have 
helped  certain  ethnic  immigrant  groups  to 
start-up  and  maintain  successful  small 
businesses. 

Therefore,  NCC  Development  seeks 
to  start  a  program  in  conjunction  with  the 
NCC  Federal  Credit  Union  to  provide 
technical  assistance  and  access  to  capital  to 


1993  Development  Department  Housing  Accomplishments: 

•  NCC  Estates  -  56  units  of  2  and  3  bedroom  townhouse 
units,  low-income  family  rental  units. 

•  NCC  Estates  "4-Plex",  4  units  of  2  bedroom  units. 

•  Ocean  Bayview  Phase  2,  18  units  of  2  and  3  bedroom 
townhouse  units,  low-income  famify  rental  units  in  Jersey  City. 

•  Construction  management  of  Douglass-Harrison  and 
Homes  Court  CFiex  Subsidy")  rehabilitation  projects. 

•  Children  Together  Group  Home,  South  Orange. 


disadvantaged  Newark  residents  who 
otherwise  have  the  abilities  and  the  ambition 
to  successfully  operate  a  small  business.  A 
$250,000  loan  has  been  obtained  from  the 
NJ.  Economic  Development  Authority  to 
start  this  effort. 

This  program  will  be  administered  by 
a  Small  Business  Development  Office,  a  new 
function  that  will  work  closely  with  the 
Development  Department.  Through  NCCs 
community  outreach  network,  we  will  make 
contact  with  disadvantaged  Newarkers  who 
want  to  start  their  own  businesses.  The 
Office  will  then  evaluate  each  applicant's 
idea  and  resources,  and  if  the  idea  needs 
further  development,  or  if  the  applicant 
needs   further   education  or   training,   the 
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Office  will  refer  the  applicant  to  appropriate 
sources  of  help  (including  NCCs 
C.E.T./Vocational  Training  Center). 

When  an  applicant  is  ready,  a 
business  specialist  will  help  that  applicant  to 
prepare  a  business  plan  and  to  apply  for  a 
business  loan.  The  specialist  will  work 
closely  with  potential  lenders,  especially  the 
Small  Business  Loan  Fund  that  NCC  will 
start.  The  Office  will  remain  available  to 
assist  clients  throughout  their  business  start- 
up, helping  them  with  issues  such  as  tax 
forms  and  payments,  government  reporting, 
budgets,  advertising,  etc. 


PLANS  FOR  THE  COMING  YEAR 
PROJECTS  and  PROGRAMS  -  1994 


1.  Continue  to  pursue  iimovative  design  and 
organizational  strategies  for  the  production 
of  low-income  housing  in  Newark  and  other 
needy  communities,  through  the  following 
initiatives: 

a.)  New  Community  Estates  II  - 
development  of  25  additional  units  of 
modular  townhouse  units  at  Camden  and 
14th  Streets. 

b.)  Orange  Y  -  build  and  place  into 
service  128  units  of  senior  citizens  housing 
at  the  site  of  the  former  YMCA  on  Main 
Street  in  Orange,  New  Jersey. 

c.)      Jersey   City  Senior  Housing  - 

build  and  place  into  service  80  units  of 
senior  citizens  housing  in  Jersey  City,  imder 
HUD's  Section  202  program. 

d.)  Hayes  Homes  -  continue  to  work 
with  elected  and  appointed  federal  officials 


to  plan  and  fund  the  rehabilitation  and 
conversion  of  206  units  of  abandoned  public 
housing  into  home  ownership,  through 
HUD'S  HOPE  1  program. 

e.)  Conversion  of  RTC properties  and 
bank  REO  holdings  into  low-income 
housing,  including  the  Stony  Hill  housing 
project  in  Eatontown,  NJ. 

f )  Formation  of  a  New  Jersey  tax- 
credit  pool,  to  provide  an  efficient 
marketplace  for  sellers  and  purchasers  of 
Low-Income  Housing  Tax  Credits  within  the 
State  of  New  Jersey.  This  will  provide 
access  to  the  tax  credit  market  to  smaller 
projects,  which  are  otherwise  prohibited  by 
very  high  transactional  costs. 

g.)  Development  of  a  9-unit 
moderate-income  homeownership  project 
along  Orange  Street  near  the  St.  Rose  of 
Lima  church. 

h.)  Specialized  program-oriented 
housing,  e.g.  conversion  of  one  building  at 
Douglass-Harrison  into  housing  for  persons 
with  AIDS,  with  first  floor  space  for  medical 
examining  and  social  service  support,  under 
the  H.O.P.WA..  program. 

i.)  NCC  Development  is  pursuing 
other  housing  development  opportunities 
with  CHDO-support  organizations,  groups 
that  have  gained  funding  from  HUD  to  assist 
Community  Housing  Development 
Organizations  (which  status  NCC  has 
obtained).  We  are  now  exploring 
opportunities  for  housing  rehabilitation 
projects  in  East  Orange  with  Community 
Builders,  Inc.,  a  federally  appointed  CHDO 
assistance  organization. 

2.     Build  and  operationalize  a  community 
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Recreation  Center  and  adjacent  activities 
park,  a  unique  community  resource  for  youth 
activities,  cultural  events,  political  education 
events  and  neighborhood  meetings,  etc. 


3.  Build  and  operationalize  a  Vocational 
Skills  Training  Center  on  Bergen  St.,  using 
training  methodologies  addressing  the 
specific  needs  of  the  urban  poor. 


4.  Continue  pre-development  efforts  for  a 
Health  Care  Building,  an  Adult  Education 
Center  at  Gray  St.,  and  a  Maintenance 
Garage/Automotive  Training  Center. 


5.  Stimulate  job  creation  for  inner-city 
residents,  especially  through  technology- 
related  service  enterprises,  e.g. 
environmental  remediation  of  urban  land, 
lead  paint  abatement  in  housing,  etc. 


9.  Initiate  a  micro-enterprise  development 
program  {Small  Business  Office)  meant  to 
promote  small  and  individual  business 
formation  amongst  the  low-income 
populations  of  Newark,  utilizing  the 
resources  of  the  NCC  Federal  Credit  Union, 
a  new  NCC  Small  Business  fund,  and  other 
private  fmancial  institutions. 


10.  Continue  to  support  the  rebuilding  and 
improvement  of  existing  facilities,  including 
Douglass-Harrison  and  Homes  Court. 


11.  Develop  a  recreation  area  and  leadership 
development  center  on  NCC  property 
adjacent  to  Lake  Hopatcong,  New  Jersey. 


12.  Assist  in  the  re-birth  of  Chelsea 
Construction,  a  construction  subsidiary  of 
NCC.  Chelsea  will  compete  for  a  variety  of 


6.  Plan  and  develop  a  facihty  and  business 
enterprise  for  the  modular  housing 
manufacturing,  marketing  and  sales. 


7.  Continue  to  assist  and  coordinate  other 
non-profit  organizations  serving  the  poor 
with  technical  assistance  so  as  to  increase 
their  capacity  to  effect  neighborhood 
revitalization:  e.g.  Rescue  Mission  in 
Trenton. 


8.  Continue  to  promote  responsive  public 
policy  on  issues  affecting  the  poor  through 
advocacy  education  and  increased  access  to 
elected  officials.  Support  political  action 
through  voter  registration,  election 
monitoring,  information  support,  etc. 


Recent  Maior  Construction  Protects 

1989 

Babyland  IV, 

$750,000. 

1989 

Harmony  House, 

$4.6  million. 

1990 

Shopping  Center, 

$14.5  million. 

1991 

Ocean-Bayview  I, 

$2.7  million. 

1992  Douglass-HarrisonRehabilitation, 

$2.4  million. 

1992  Homes  Court  Rehabilitation, 

$700,000. 

1993  Ocean-Bayview  II,  $2.1  million. 

1993 

NCC  Estates, 

$6.8  million. 
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business,  including  small,  focused  programs 
(e.g.,  improving  substandard  housing  owned 
by  senior  citizens),  large  jobs  in  conjunction 
with  larger,  established  construction  firms 
(e.g.,  Newark's  upcoming  Arts  Center),  and 
middle-sized  jobs  throughout  the  region. 
This  effort  will  integrate  a  strong  vocational 
training  component,  in  conjunction  with 
NCCs  C.E.T.  program. 


13.  Continue  to  support  the  refinancing  and 
improvement  of  New  Community's  yinancio/ 
structure,  including  the  refinancing  of  the 
debt  obligations  of  the  Extended  Care 
Facility  at  lower  interest  rates. 


14.  Continue  to  support  the  marketing  and 
operations  of  the  Community  Supennarket 
Corporation  and  the  operator  of  the  Bergen 
St.  supermarket. 


15.  Assist    in    the    construction    of    new 


facilities  for  New  Conununity  Network 
management  and  support,  including  the 
renovation  of  the  St  Joseph  Rectory. 


16.  Assist  and  support  the  planning  and 
development  of  additional  Babyland  child 
care  facilities,  including  the  Babyland  8  and 
9  facilities  at  the  vocational  training  center 
and  adult  education  center,  respectively. 


17.  Assist  and  support  the  planning  and 
development  of  housing  and  program 
facilities  for  Children  Together. 


18.  Assist  the  Human  Services  Dept.  in  its 
major  new  initiative,  the  privatization  of 
New  Jersey's  welfare  reform  effort,  the 
Family  Development  Program. 


19.  Assist  the  Dept.  of  Training  in  the  start- 
up and  expansion  of  the  C.E.T.  vocational 


DEVELOPMENT  DEPARTMENT  RESOURCE  NEEDS: 

1.)   Additional  full  time  professional  positions,  Le.  development  officers  and 

junior  development  officers. 

2.)    Additional  clerical  help;  full  time  clerk-typist. 

3.)    Increased  file  storage  space  and  proper  storage  space  for  architectural 

drawings. 

4.)    Increased  computer  software  and  hardware  capacity. 

5.)    High-Capacity  copying  machine  within  office. 

6.)    Additional  typewriters  (staff  needs  these  for  grants  and  government 

forms). 

7.)    More  space  for  meeting  with  staff  visitors. 


a 
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training  program,  and  other  related  human 
capital  programs  addressing  both  Network 
employees  and  external  trainees. 


provide  timely  information  to  the  media; 
participate  in  academic  studies  and 
professional  conferences;  etc. 


20.  Support  the  start-up  of  an  intra-Network 
Construction  Loan  Fund,  based  upon  a  10- 
year  Ford  Foimdation  P.R.I.  loan. 


21.  Support  the  conversion  to 
homeownership  of  the  40-unit  EngUwood, 
NJ  housing  now  owned  by  the  Mt.  Carmel 
Guild  and  operated  by  NCC.  This  will  be 
funded  by  HUD's  HOPE  2  program. 


23.  Support  NCC  culture  and 
communications  initiatives,  via  integration 
of  economic  development  and  cultiual 
outreaches  to  the  Newark  community. 


24.  Assist  Human  Services  Div.,  Operations, 
Training,  Babyland,  and  other  Network 
operations  with  grantsmanship. 


22.  Continue  political  and  public  relations 
initiatives,  including  tours  for  funders, 
policymakers  and  other  concerned  groups; 


ncc 


1993  DEVELOPMENT  GRANTS  AND  LOANS: 


GRANTS: 


Rockefeller  Foundation  -  $200,000  •  Core  Support 
Victoria  Foundation  -  $75,000  -  Core  Support 
U.S.  OCS  '  $500,000  -  Chelsea  Construction,  Equipment 
U.S.  HUD  -  $6.3  million  -  Senior  Housing,  Jersey  City 
U.S.  HUD  '  $24  million  -  Hayes  Homes  Homeownership 
City  of  Newark  -  $675,000  -  Douglass-Harrison  AIDS  Housing 
NJ.  HMFA  -  $2.2  million  (pending)  -  Further  improvements  to 
Douglass-Harrison,  Homes  Court. 


LOANS: 

•  NJ.  EDA  -  $250,000  -  Small  Business  Office  start-up. 

•  Ford  Foundation  PRI  -  $2  million  -  Construction  Loan  Fund 
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IN  THE 
BEGINNING 


The  rioc  that  destroytd  much  of  the  Centra]  Ward  in  1967 
centered  anxind  the  Fourth  Polia  Precina 


T  IS  EARLY  ON  THE  BALMY  EVENING  OF  JULY  12, 

1967,  when  a  crowd  starts  gathering  outside  the 
Fourth  Police  Precinct  house  in  Newark's  sprawling 
Central  Ward.  At  first  there  are  just  a  few  dozen  people. 
Then,  hundreds.  The  word  on  the  street  spreads  fast.  White 
pohce  officers  have  arrested  a  black  cabby,  John  Smith,  and 
beaten  him  up.  There  is  no  videotape,  but  there  are  witnesses  in 
the  neighborhood.  Community  lead- 
ers work  the  swelling,  angry  aowd 
trying  to  maintain  ahn,  but  some- 
one throws  a  bottle  at  the  police 
precina  house.  The  cops  storm  the 
aowd.  And  the  explosion  that  fol- 
lows makes  its  mark  on  the  Ameri- 
can consciousness. 

Sparked  by  the  conduct  of 
Newark's  police,  but  fueled  by  gen- 
erations of  politial  and  economic 
disenfranchisement  of  inner-city 
blacks,  the  catastrophic  five-day 
spasm  of  violence  that  ensued  left 
wide  swaths  of  the  Central  Ward  in 
ashes.  The  upheaval  seemed  to  abate 
because  it  burned  itself  out,  rather 
than  any  success  of  the  occupying 
force  of  young,  white  Army  Na- 
tional Guardsmen  sent  in  to  stop  the 
violence.  The  toll  was  numbing;  23 
people  had  lost  their  lives  (one  white  firefighter,  one  white 
detective,  and  21  blacks,  among  them  a  73-year-old  woman  and 
two  children)  Another  1,020  lay  wounded.  More  than  $15  million 
worth  of  property  had  been  destroyed,  a  considerable  sum  by  1967 
standards. 

Still,  the  fearful  "body  count,"  the  physical  damage  inflicted  on 
the  Central  Ward's  businesses  and  institutions,  reflects  imperfectly 
how  deeply  and  viciously  this  vast  and  vital  urban  neighborhood 
had  been  bnitaiized.  Seared  into  a  nation's  memory,  thanks  to  the 
grainy  footage  of  flaming  buildings  and  armed  troops  seen  on 
television,  the  Central  Ward  came  to  symbolize  a  hopeless  Ameri- 
can urban  wasteland,  a  hardened  landscape  of  deay  and  devas- 
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The  partially  abandoned  Hayes  Homes  housing  projea  is  typial  of  the  decay  that  infested  the  area  after  the  civil  disorden. 


tation  that  some  people  thought  could  never  be  revived.  Within 
Newark  itself,  politicians  and  business  leaders  preferred  to  forget 
about  the  Central  Ward.  Better  to  concentrate  on  the  greener 
pastures  of  the  academic  and  business  complexes  they  hoped  to 
build  downtown. 

Return  a  quarter  cenmry  later  to  this  scorched  earth,  however, 
and  one  discovers  evidence  of  a  comeback,  like  the  mythical 
Phoenix  rising  from  the  ashes.  Inside  St.  Joseph's  Plaza,  behind  the 
handsome  Gothic  facade  of  an  old  church,  the  quiet  strains  of  piano 
music  echo  delicately  through  a  central,  stained-glass  lit  atrium  as 
Newark  residents  and  workers — black  and  white— eat  lunch,  and 
workers  toil  in  the  offices  all  around.  Just  a  few  blocks  away, 
shoppers  push  carts  full  of  grocery  bags  through  the  jammed 
parking  lot  of  a  two-year-old  Pathmark  supermarket,  the  first  to 
open  in  Newark  since  the  cataclysm  of  1967.  Just  another  short 
distance  away,  the  children  of  102  formerly  homeless  families  sit 
attentively  in  the  Babyland  day-care  center  of  Harmony  House,  a 
transitional  facility  that  helps  lift  entire  families  from  life  on  the 
streets  or  the  despair  of  welfare  hotels,  and  toward  self-sufficiency 
and  decent  housing. 

Could  this  be  the  neighborhood  that  couldn't  come  back?  The 
same  place  so  many  had  wrinen  off  as  hopeless?  TheCentml  Ward' 

Indeed,  it  is.  This  is  where  a  remarkable  community  develop- 
ment group.  New  Community  Corporation,  decided  that  the 
vicious  cycle  of  urban  abandonment  and  decay  would  stop,  where 
the  Central  Ward's  own  residents  decided  to  take  on  the  odds,  to 


make  their  stand,  to  confound  die  skeptics  by  saving  their 
community.  This  is  where  the  people  threw  down  the  gauntlet  and 
said  "enough." 

The  acrid  odor  of  smoke  from  the  terrible,  long,  hot  summer  of 
1967  had  not  even  dissipated  when  the  seeds  of  the  Central  Ward's 
rebirth  were  planted  and  began  taking  root.  The  process  started 
informally,  with  residents  meeting  in  Queen  of  Angels,  a  local 
Catholic  church.  They  talked  about  why  their  neighborhood  had 
exploded,  what  might  be  done  to  make  life  better  and  how  to  avert 
a  repetition  of  the  disaster.  The  conversations  were  energetic  and 
productive.  These  proud,  determined  people  of  the  Central  Ward 
would  not  allow  the  destruction  to  become  a  permanent,  deep  .scar 
on  their  community.  They  were  determined  to  aile  their  own  lives, 
and  they  were  committed  to  rega  ining  conU'ol  of  their  neighborhood's 
destiny. 

In  January  1968,  the  people  who  had  been  meeting  at  Queen 
of  Angels  banded  together  as  New  Community  Corporation,  an 
organization  dedicated  to  rebuilding  the  Central  Ward,  to  helping 
its  residents  become  self-sufficient,  and  to  repairing  the  community's 
violated  economic  and  social  fabric.  New  Community's  leader  was 
Father  William  J.  Under,  a  ferociously  independent-minded  white 
Catholic  priest  with  a  deep  commitment  to  the  Central  Ward  and 
its  residents. 

Since  then.  New  Community  has  developed  a  remarkable 
succession  of  projects  and  people-onented  services.  It  has  matured 
from  a  fledgling  group  with  little  money  and  one  employee  into  a 
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multi-faceted  organization  with  an  annual  budget  of  more  than 

$100  million. 

Starting  with  a  complex  of  120  apartments  built  in  response  to 
the  Central  Ward's  staggering  need  for  decent,  affordable  housing, 
New  Community  has  grown  to  become  New  Jersey's  largest  non- 
profit housing  developer.  Many  people  consider  it  America's  most 
successful,  comprehensive  community  development  corporation. 
It  now  owns  10  developments  with  more  than  2,500  apartments  in 
62  clean,  well-maintained,  graffiti-free  buildings  that  are  home  to 
more  than  6,000  people.  With  few  exceptions,  residents  would 
previously  have  only  had  the  grim  choice  of  the  Central  Ward's 
towering  public  housing  projects,  with  their  debilitating  squalor,  or 
the  ward's  grossly  deteriorated  private  housing. 

New  Community's  activities  have  now  spread  far  beyond 
housing  (which  it  is  now  even  building  and  operating  in  New 
Jersey  towns  outside  of  Newark).  The  group  does  job  training 
through  a  center  that  serves  thousands  every  year  and  places  nearly 
1 ,000  clients  in  jobs  annually,  it  offers  an  array  of  medial  care  and 
day-care  services.  Its  economic  development  ventures  provide  jobs 
and  a  solid  economic  base  for  a  Central  Ward  otherwise  bereft  of 
significant  economic  activity. 

New  Community  mns  its  own  businesses  —  everything  from 
the  New  Beginnings  Spa  &  Wellness  Center  and  Priory  Restaurant 
to  a  print  shop.  It  employs  a  sizable  work  force,  including  social 
workers,  maintenance  staff  and  its  own  sizable  security  forces.  Its 
six  for-profit  businesses  and  affiliated  non-profit  service  operations 
have  created  almost  1,200  permanent  jobs,  filled  mosdy  by 
previously  jobless  Central  Ward  residents.  Today,  New  Community 
is  one  of  Newark's  biggest  employers,  one  of  just  10  organizations 
and  companies  in  die  entire  city  employing  more  dian  1 ,000  people 
(an  employer  group  that  otherwise  includes  diree  levels  of 
government,  two  insurance  companies,  a  utility  company  and  an 
airport). 

Babyiand  Nursery,  Inc.,  a  major  part  of  the  New  Community 
service  network,  provides  some  of  the  nation's  finest  day  are  for 
some  630  infants  and  toddlers.  The  group's  Extended  Health  Care 
Facility  offers  first-rate  care  for  elderly  residents  who  might 
odierwise  be  forced  to  live  in  nursing  homes  hundreds  of  miles 
from  their  families  and  friends.  Its  newspaper,  the  NCC  Clarion. 
reaches  42,000  readers  every  month.  There  is  a  shelter  for  the 
victims  of  domestic  violence,  a  large  and  growing  transportation 
service,  a  federal  aedit  union,  and  much,  much  more. 

The  compendium  of  New  Community's  services  and  projects  is 
so  long  and  so  complete  that  the  mere  recitation  may  seem 
overwhelming.  Yet  the  list  continues  to  lengdien.  As  New  Commu- 
nity enters  its  second  quarter-century,  it  is  providing  more  intensive 
job  Wining  and  social  services,  developing  more  complicated 
economic  development  projects,  and  stretching  its  wings  beyond 
Newark's  borders  into  other  cities  across  New  Jersey, 

The  New  Community  stoty  is  about  the  block-by-block,  brick- 


by-brick  rebuilding  of  an  urban  neighborhood  that  had  been 
wntten  off  by  so  many  people  who  said  it  could  never  be  done. 
More  than  that,  it  is  the  story  of  the  Central  Ward's  unsung  heroes, 
the  residents  who  banded  together  to  form  the  New  Community 
Corporation  and  never  gave  up  —  even  in  the  face  of  tortuous 
uphill  battles.  They  are  average  citizens  who  have  dediated  their 
lives  to  changing  their  circumstances  and  creating  decent  housing 
that  they  would  control.  They  are  tireless  people  committed  to 
creating  jobs,  education  and  the  social  services  so  desperately 
needed  by  their  community. 

Theirs  is  a  story  of  remarkable  tenacity  in  surmounting  difficult 
obstacles.  It  is  a  saga  of  how  people  bound  by  a  sense  of  dediation 
and  duty  have  been  able  to  persevere  against  all  odds  to  create  a 
new  city-widiin-die-city.  It  is  quite  literally  a  new  community, 
thriving  with  life  within  the  city's  still  deeply  troubled  Central  Ward. 
Together,  the  people  of  the  New  Community  Corporation  have 
produced  perhaps  the  best  model  of  "critical  scale"  community- 
based  redevelopment  in  the  United  States. 

The  rich  history  of  New  Community  is  as  relevant  to  neighbor- 
hood activists  on  the  frosty  streets  of  inner-city  DeU'oil  as  it  is  to 
those  working  to  rebuild  the  riot-sarred,  palm  tree-lined  boule- 
vards of  Soudi  Central  Los  Angeles.  Its  history  of  self-reliance, 
dediation  and  fierce  independence  is  critial  to  people  from  all 
walks  of  life  as  America  grapples  to  restore  its  torn  urban  fabric  — 
and  tries  to  prevent  the  free  fall  of  its  urban  neighborhoods. 

Thriving  inner  cities  with  engaged,  productive  residents,  hope- 
ful about  the  fiimre,  are  vital  to  maintaining  a  healthy  balance  of 
life  in  metropolitan  areas  across  America.  New  Community's  story 
is  a  primer,  a  "how-to"  manual  of  sorts,  for  people  everywhere. 
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THE  PEOPLE  WHO 
MADE  rr  HAPPEN 


AT  FOLEY  AND  BILL  UNDER  ARE  WHITE 

-  outsiders  to  the  world  of  the  Central  Ward. 
Still,  the  neighborhood  has  been  paramount  in  their 
lives  during  the  last  three  decades.  They  have  become 
vital  actors  in  its  life.  Mary  Smith  and  Cecilia  Faulks  are  black 
—  virmal  lifelong  residents  of  the  Central  Ward. 
They,  too,  are  intimately  involved  in  their  com- 
munity, even  though  neither  of  them  originally 
expected  the  Central  Ward  to  revive  in  the 
smoldering  aftemiath  of  the  summer  of  1967, 
nor  that  they  would  personally  become  in- 
volved in  its  resuscitation.  Yet  the  lives  of  these 
very  different  people  from  disparate  backgrounds 
have  been  inexorably  intertwined  for  a  genera- 
tion. 

The  stories  they  tell  about  Newark  in  its  dark 
days  of  violence  and  the  bleak  time  that  fol- 
lowed speak  volumes  about  the  relationship 
between  "majority  Ameria'  and  its  most  de- 
pressed neighborhoods,  and  about  the  diverse 
backgrounds  of  the  plucky  bunch  who  banded 
together  to  form  the  New  Community  Corpora- 
tion. 

Maty  Smith  moved  to  Newark  with  her  family  in  1946  when  she 
was  7  years  old.  The  Newark  she  lived  in  as  a  young  girl  was  a  multi- 
cultural city  where  bbcks,  Italians,  Greeks,  Poles,  Ukrainians  and 
Jews  shared  the  same  neighborhoods  and  city  blocks.  It  was  a  city 
where  some  commercial  streets  boasted  not  one,  but  a  half-dozen 
bridal  shops  or  shoe  stores.  During  Mary  Smith's  childhood, 
downtown  Newark  was  a  major  regional  retail  center  with  the 
finest  shops  and  merchandise.  Newark  was  a  thriving  industrial 
behemoth,  a  proud  town  where  people  made  things. 

With  the  onset  of  post-war  suburbanization,  came  the  painful 
transition  from  stability  to  decline.  The  city's  industrial  might  faded 
as  old  factories  shut  down  and  were  left  to  stand  as  vacant  shells. 
The  Central  Ward's  economic  base  began  shriveling  as  white 
disinvestment,  which  began  as  a  trickle  in  the  late  1950s,  became 
a  flood  in  the  1960s. 

"When  we  were  coming  up,  this  was  a  place  where  you  could 
leave  your  door  unlocked,"  Maty  Smith  recalls.  "In  our  neighbor- 


Hary  Smith,  ont  of  its  foundm,  is  now  th«  Exeojtivt  DirKtor  of 
Babyiand  Nursery,  Inc,  which  operates  six  day-care  centers  in  Newark. 
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Monsignor  William ).  Lindtr,  founder  of  New  Community  Corporation,  mils  Babyland  V  at  Harmony  House,  transitional  liousing  for  homeless  families. 


hood,  there  were  blacks  and  whites.  Then,  you  began  to  see  a 
progression  in  the  early  1960s,  with  whites  who  used  to  live  over 
their  businesses  starting  to  move  to  the  suburbs.  They'd  rem  to 
African-Americans;  they  never  came  back  or  fi-xed  up  the  places. 
I  remember  when  the  buildings  started  to  deteriorate.  The  owners 
didn't  care  who  they  rented  to  They  treated  everyone  the  same 
way,  whether  they  were  decent  people  or  slum  tenants.  And  as  the 
years  went  by,  buildings  started  looking  terrible.  People  stopped 
cleaning  up,  and  the  suburbanites  started  coming  back  in  to  look 
around,  and  they'd  say  'I  lived  there  and  look  at  how  bad  it  is  now.' 
They  were  blaming  black  people  who  didn't  own  the  housing. 
People  from  the  suburbs  owned  it,  but  they  wouldn't  paint  it  or 
repair  anything.  And  we  got  blamed  for  it." 

Mary  Smith  was  also  one  of  the  fust  tenants  to  move  into  the 
Edward  W.  Scudder  Homes,  a  mammoth  public  housing  project 
that  crammed  1 ,200  families  into  a  complex  of  13-story  buildings. 
It  was  New  Jersey's  largest  public  housing  project  when  it  opened 
in  1964.  She  was  married  with  four  young  children,  jugghng  a 
number  of  jobs  with  her  husband,  when  the  needs  of  taking  care 
of  a  sick  child  became  overwhelming  and  she  stopped  working. 
The  family  ended  up  moving  from  its  home  and  into  Scudder 
Homes  in  1964.  "At  the  time,"  she  says,  'no  one  would  rent  to 
people  with  large  families.  I  found  myself  looking  at  moving  into 
public  housing  with  horror.  Even  then,  it  was  considered  a  horror 
to  live  there.  I'd  spent  all  my  life  looking  down  on  those  people," 

Nonetheless,  Mary  Smith  and  her  family  were  forced  to  move, 
and  the  lessons  she  learned  about  housing,  life  and  "those  people" 
in  Newark's  infamous  public  housing  projects  molded  her  thinking 
—  and  helped  shape  New  Community's  philosophy  to  this  day. 


"1  was  the  third  person  to  move  into  my  building,"  she 
remembers.  "The  day  after  I  moved  in,  I  went  shopping  and 
rewmed  to  find  the  elevator  was  broken,  I  lived  on  the  eleventh 
floor,  and  that  elevator  stayed  broken  every  day.  Then  we  didn't 
have  hot  water.  Then  I  found  out  they  didn't  put  screens  above  the 
seventh  floor.  I  went  to  complain  about  the  mosquitos  we  were 
getting  at  night  and  I  was  told  that  the  federal  government  had 
determined  mosquitos  didn't  go  above  the  seventh  floor.  Well, 
someone  forgot  to  tell  the  mosquitos  because  they  were  eating  my 
kids  up. ...  I'd  heard  tenants  would  tear  up  projects.  No  tenant  could 
have  torn  up  my  elevator,  beause  I  was  the  third  person  that 
moved  in  and  it  wasn't  working.  The  water  system  they'd  built 
would  never  take  care  of  the  project.  My  bathroom  had  a  vent  that 
didn't  work.  They  sent  us  a  replacement  and  it  never  woiked. 
People's  cabinets  were  falling  off  the  walls." 

The  experience  was  a  watershed  in  Mary  Smith's  life.  "It 
changed  my  attitude  about  the  people  in  public  housing,"  she 
continues.  "In  each  building  there  were  only  five  or  six  problem 
families.  And  all  the  other  really  good  people  were  held  hostage 
by  the  substandard  housing  and  these  few  families  that  terrorized 
ever>'one.  When  you  went  to  management  and  identified  the 
families,  they  did  nothing  about  it." 

.Mary  Smith  didn't  sit  back  and  quietly  accept  these  indignities 
and  the  bureaucratic  invitation  to  surrender  self  control.  Instead, 
she  started  organizing  tenants  to  fight  back,  first  by  forming  a 
tenant's  association  that  tried  to  prod  Newark's  lackadaisical  public 
housing  bureaucraq'  to  provide  hot  water,  repair  elevators  and  put 
screens  on  windows.  She  wori<ed  with  tenants,  trying  to  teach  them 
household  skills  like  budgeting,  sewing  and  doing  laundry.  She 
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agitated  for  improvements  in  Newark's  public  school  system, 
which,  even  then,  was  providing  a  poor  education  for  its  students 
and  woefully  overaowded. 

Within  six  months,  Mary  Smith  had  become  president  of  the 
new  tenant  association  at  Scudder  Homes.  She  became  involved  in 
a  statewide  public  housing  tenants'  group,  and  she  schooled 
herself  in  neighborhood  activism.  'There  was  a  multitude  of 
problems  in  an  area  with  nothing  but  low-income  people,"  she  says 
today,  "but  you  couldn't  get  anything  solved  without  organizing." 

Mary  Smith  was  left  embittered  by  the  rioting  that  flared  around 
her  that  bitter  July  in  1967,  by  the  injuries  and  deaths  suffered  by 
neighbors  who  were  just  innocent  bystanders  —  and  by  the  inept 
and  deadly  response  by  Newark  police,  N.J.  state  troopers  and  the 
National  Guard.  Mary  Smith  left  the  Central  Ward  for  another 
Newark  neighborhood  where  she  could  raise  her  family  with  more 
peace  of  mind.  She  had  no  intention  to  return,  and  no  inkling  of 
the  pivotal  role  she  would  play  in  reviving  her  old  neighborhood. 

Pat  Foley  and  her  husband  David,  both  white  suburbanites, 
were  doing  volunteer  work  in  Newark,  chaperoning  50  kids  and 
running  a  summer  day  camp  in  Scudder  Homes  when  the  1967 
conflagration  erupted.  "We  lived  through  the  riots  in  the  tenement 
we  were  using,"  she  recalls.  Rather  than  abandoning  the  commu- 
nity, when  the  violence  abated  she  and  her  husband  began  looking 
for  ways  to  remain  involved.  And  they  looked  for  ways  to  draw  in 
some  of  their  more  affluent  and  politically  connected  suburban 
neighbors  —  people  whose  intervention  at  key  junctures  would 
prove  critical  to  New  Community's  success. 

"I've  been  involved  with  priests  and  the  church  since  I  was  a  kid 
and  always  thought  that  everybody  was  just  people,"  says  Pat 
Foley.  "I  just  like  people. ...  We  weren't  weakhy.  My  father  was  a 
telephone  man.  So,  when  we  were  asked  to  work  in  Newark,  it 
seemed  a  positive  and  Christian  thing  to  do.  It  was  just  the  right 
thing  to  do."  Her  husband  Dave,  who  passed  away  in  1990,  she 
adds,  'was  always  a  leader  and  very  concerned  about  the  poor  and 
anyone  in  need.  It  didn't  seem  unusual  to  him  to  come  down  here 
and  help  people.  If  you  have  eight  kids  in  your  family  you  can't  be 
selfish.  You  an  be  poor,  but  not  selfish." 

Although  they  were  initially  discouraged  by  the  racial  tension 
still  lingering  in  the  restive  summer  air — and  the  feeling  that  whites 
wouldn't  be  welcome  in  the  Central  Ward  —  Pat  and  Dave  Foley 
were  quickly  accepted  as  members  of  the  group  brainstorming  at 
Queen  of  Angels,  the  parish  church  that  was  home  to  Father  Bill 
Under.  No  other  whites  went  into  the  Central  Ward  the  night  she 
and  her  husband  attended  one  of  those  first  meetings  at  Queen  of 
Angels.  One  of  the  parish  priests  "grabbed  us  fast  and  we  ran  into 
the  church,"  she  remembers.  "Inside,  this  burly  black  man  looked 
at  my  husband  and  said  "Dave,  how  you  doing  my  brother?'  It  was 
Joe  Chaneyfield  [another  Central  Ward  neighborhood  leader  and 
founding  member  of  New  Community].  And  there  was  another  guy 
who'd  grown  up  behind  Dave  in  Yonkers.  The  priest  relaxed,  the 


barriers  were  broken,  and  we  were  off  and  running.  People  knew 
one  another.  Race  was  no  problem  at  all." 

Father  Bill  Under  had  grown  up  in  West  New  Yori<,  attended 
preparatory  school  in  Jersey  City  and  engineering  school  in 
Manhattan,  when  he  decided  to  soidy  for  the  priesthood.  He 
attended  Seton  Hall  University  and  then  entered  the  seminary, 
working  at  constniction  jobs  during  his  free  time  and  spending 
summers  off  working  in  a  correctional  institution.  His  first  assign- 
ment as  a  priest,  in  June  1963,  was  at  Queen  of  Angels  in  Newark's 
Central  Ward. 

"It  was  a  great  assignment,"  he  says.  'I'd  only  been  in  Newark 
once  in  my  life  before  that  and  the  place  was  tremendous.  In  1963 
you  got  thrown  right  in  the  middle  of  civil  rights  movement.  Cesar 
Chavez  stayed  with  us.  We  sponsored  the  boycott  on  lettuce  and 
grapes  in  New  Jersey.  Dr.  King  came  a  couple  of  times."  Father 
Under  became  deeply  involved  in  the  burgeoning  civil  rights 
movement  and  did  a  lot  of  work  with  the  Southern  Christian 
Leadership  Conference.  He  coordinated  the  Poor  People's  Cam- 
paign Caravan  and  served  as  the  cleri(  at  Resurrection  City  in 
Washington  for  a  week. 

In  the  aftennath  of  the  1967  dismrbances,  the  steadfast  move- 
ment by  Father  Under  and  his  parishioners  toward  aggressive 
neighborhood  activism  was  both  a  namral  outgrowth  of  the  young 
priest's  interest  in  the  disadvantaged  and  social  justice,  and  of  the 
realities  of  his  parish's  location.  In  1963,  some  25,000  people  lived 
in  public  housing  within  walking  distance  of  the  Queen  of  Angels 
parish  reaory  —  a  full  half  of  Newark's  public  housing  population 
crammed  into  three  high-rise  projects  and  one  low-rise  complex. 

Father  Under  beame  active  in  the  tenant  groups  that  were 
forming  in  the  Newark  projects.  He  brainstonned  at  length  with 
Mary  Smith,  Joe  Chaneyfield  and  other  tenant  leaders  about  how- 
conditions  within  the  projects  could  be  improved.  Every  day  he 
walked  through  several  buildings  in  one  of  the  projects,  trying  to 
get  to  know  the  residents  and  learning  about  the  trials  and 
tribulations  of  life  in  public  housing.  He  would  climb  to  die  top 
floor  of  a  building  and  walk  down  the  stairs,  stopping  at  each  floor 
to  talk  with  residents  —  at  a  time  when  people  were  still  willing 
to  open  their  doors. 

Joe  Chaneyfield,  who  was  a  union  leader  for  Newark  Housing 
Authority  employees  at  the  time,  recalls  his  first  encounter  with  the 
new  parish  priest.  "I  met  him  on  a  Saturday  evening  when  he'd  just 
anived  at  Queen  of  Angels,"  Chaneyfield  says.  "I  was  in  a  ditch 
digging  near  the  rectory,  working  on  some  underground  pipes.  I 
looked  up  jokingly  and  said  to  him  'We  don't  allow  no  one  to  come 
around  here  in  your  black  suit.  You've  got  to  work  around  here.' 
We  all  laughed.  About  a  half-hour  later  he  comes  out  in  work  pants. 
Right  then,  I  said  there's  something  to  this  guy.  He  jumped  right 
down  in  the  ditch,  used  the  shovel,  carried  the  pipes  just  like  we 
did." 
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Maiy  Smith  laughs  good-naturedly  today,  remembeiing  her 
experience  with  Father  Under  in  1965  as  he  developed  a  summer 
literaq  program  for  inner-city  youngsters.  She  urged  him  to  hire 
welfare  mothers  to  go  out  and  recruit  young  people  for  the  hteracy 
program.  He  balked.  "He  said  'They  don't  want  to  work,"  she 
recalls.  'I  said  'They  will  work.'  We  went  back  and  forth,  and  finally 
he  decided  to  give  it  a  try.  We  sent  a  letter  to  the  welfare  department 
saying  we  were  looking  for  workers.  And  on  the 
day  they  were  supposed  to  come  in,  close  to 
300  showed  up  to  apply  for  jobs.  Some  of  them 
had  even  gone  to  their  case  workers  and  taken 
thetimeand  gotten  references  about  why  it  was 
important  to  get  the  job.  That  was  a  turning 
point  for  Father  Under  in  understanding  inner- 
city  people.  He  was  shocked.  As  a  young  priest 
he  had  a  zeal  for  helping  people,  even  if  he 
didn't  understand. 

"He  was  always  trying  to  bring  resources 
into  the  community,'  she  continues.  "So  few 
people  in  the  community  were  trying  to  help 
our  people.  You  couldn't  help  but  develop  a 
real  respect  for  this  man." 

Father  Bill  Under  fek  the  tension  growing  in 
the  Central  Ward  as  that  fatehil  July  evening  in  1967  approached. 
Friction  between  Central  Ward  residents  and  die  mostly  white 
police  force  was  at  a  flash  point.  Black  politial  power  was  still 
more  of  a  dream  than  reality.  And  the  politicians  whose  corrupt 
machine  dominated  Newark  and  conuolled  City  Hall  had  no 
interest  in  sitting  down  with  community  leaders  to  try  to  defuse  the 
ticking  bomb.  They  felt  a  major  civil  disnirbance  could  never 
happen  in  the  Central  Ward,  quite  wrongly  as  it  turned  out.  Making 
matters  worse,  passions  in  the  Central  Ward  were  further  inflamed 
by  the  city's  massive  urban  renewal  plans.  There  were  programs 
committing  thousands  of  acres  of  land  in  the  neighborhood  to 
aademic  institutions  and  huge  linear  swaths  cleared  for  highways 
that  would  surround  and  slice  through  it.  Incredibly,  for  a  city  with 
400,000  residents,  some  25,000  people  —  mostly  blacks  living  in 
the  Central  Ward  —  were  displaced  by  Newarii's  various  urban 
renewal  and  highway  construction  schemes. 

"The  day  it  broke,  all  of  us  in  the  parish  agreed  it  was  just  a 
matter  of  days,  and  something  was  going  to  happen,"  Under  says. 
"The  cab  driver  was  the  ocasion.  There  was  enough  evidence  the 
guy  had  been  worked  over,  but  regardless,  people  didn't  tnist  the 
police.  We  had  a  novena  that  night,  and  I  said  we  better  cut  it  short. 
1  made  it  the  shortest  novena  in  history.  In  five  minutes  it  was  over, 
and  we  advised  everyone  to  go  home.  We  really  did  feel  that 
something  was  going  to  happen  within  48  hours.  I  locked  up  the  church 
at  7:15  pm  and  started  walking  to  Hayes  Homes.  By  the  time  I  was 
between  the  two  buikiings,  people  were  tunning  That  was  the  last 
charge  by  the  police  from  the  predna  Then  it  reall>'  broke  loose." 


Clarion  editor.  Patricia  Foley,  is  one  of  the 
suburbanites  who  participated  in  the  Walk 
for  Understanding  in  1968. 


Father  Under  spent  most  of  his  time  during  those  five  long  days 
of  violence  working  the  very  turf  that  he'd  become  so  familiarwith 
—  the  Central  Ward's  streets  and  public  housing  projects.  He  and 
others  transported  injured  residents  to  loal  hospitals  for  treatment. 
During  the  day  they  distributed  food  to  residents,  serving  some 
3,000  families  daily  widi  food  donated  from  suburban  churches 
and  tnjckloads  of  bread,  potatoes.  Spam  and  milk  purchased  by  the 
church.  The  priest  and  his  colleagues  even  went 
to  netrieve  the  trucks  and  drive  them  into 
Newark  because  drivers  were  afraid  to  venture 
into  the  city. 

After  the  disturbances.  Father  Under  reflects, 
"There  really  was  a  sense  that  people  were 
going  to  take  control  of  the  community.  But  it 
also  got  uglier  and  uglier,  and  the  polarization 
that  ame  afterward  was  the  ugliest  thing  of  all. 
I  used  to  tell  people  I  was  convinced  someone 
was  going  to  put  a  fence  around  Newark  and 
we'd  end  up  living  on  a  reservation. 

"My  own  thinking  was  that  we  needed  to  get 
a  development  corporation  committed  to  low- 
income  neighborhoods,"  he  continues.  "And  the 
disorders  forced  us  to  get  together  and  start 
implementing." 

Cecilia  Faulks,  who  moved  to  Newark  in  1957,  was  New 
Community's  sole  employee  until  1975.  She  also  remembers  the 
hope  her  first  encounters  with  the  growing  network  of  New- 
Community  inspired.  "I  probably  didn't  see  any  real  hope  until  I 
went  to  work  for  Queen  of  Angels  and  found  out  what  Father 
Under  and  the  other  parishioners  there  were  doing.  The  Central 
Ward  was  just  these  blocks  and  blocks  of  devastation,  and  you  just 
kind  of  accepted  what  was  there.  When  I  got  involved  in  what  NCC 
was  trying  to  do,  1  started  to  say  'Hey,  there  an  be  something  else.' 
It  doesn't  have  to  stay  this  way." 

After  the  violence  abated,  Faulks  recounts,  residents  seemed 
less  resigned  to  the  deterioration  and  abandonment  of  their 
neighborhood.  They  were  also  more  inclined  to  talk  aloud  about 
the  alternatives.  "People  began  to  ask  questions,"  she  says. 
'Questions  like:  Why?  Why  is  all  of  our  housing  cold-water  flats? 
Why  don't  we  have  this  here?  Why  cant  we  have  iL'  What  will  it  take 
to  get  it  Do  we  have  the  power  or  is  it  in  someone  else's  hands? 
And,  once  you  ask  questions,  you  need  answers.  New  Community 
Corporation  became  the  vehicle  to  answer  some  of  the  questions, 
to  say  we  could  have  some  of  these  things,  and  that  we  have  to 
persevere  and  push  for  them.  You  keep  pushing  until  somebody 
finally  listens,  and  the  powers  that  be  conclude  that  you're  not 
going  to  go  away  so  they'd  better  address  it. 

"New  Community,"  she  explains,  "is  the  driving  force  constantly 
forcing  and  nudging  and  pushing  people  to  ask  questions  and 
demand  answers." 
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HARD 
BEGEMNGS 


HE  1967DISTlIRBANCESLAroBAREALL  THE  PRESSING 

and  indignities  of  life  in  Newari(  and  the 
Central  Ward.  Here  was  a  city  lacking  many  of  the  most 
basic  resources  and  services  taken  for  granted  in  many 
urban  centers.  Newark  had  huge  numbers  of  people  desper- 
ately in  need  of  work,  but  there  were  precious  few  jobs.  There  were 
growing  numbers  of  young  families,  but  day  care  was  close  to 
nonexistent  and  young  mothers  had  no  place  to  leave  their  children 
during  the  day.  With  so  many  local  doctors  relocated  to  the  greener 
pasmres  of  suburbia,  and  hospitals  strained  by  a  crush  of  patients 
widi  no  place  else  to  turn,  health  care 
was  frighteningly  difficult  to  obtain. 
Many  of  the  retail  stores  that  had 
survived  white  flight  and  urban  re- 
newal —  reminders  of  the  commercial 
oasis  Newark  had  been  in  better  days 
—  succumbed  to  the  July  violence. 
Decent,  affordable  housing  was  virtu- 
ally impossible  to  come  by.  Even  though 
Great  Society  anti-poverty  and  urban 
programs  were  flooding  Newark  with 
money  intended  to  provide  day  care, 
health  care,  low-income  housing  and 
job  training,  most  of  them  weren't 
effeaive.  Huge  sums  of  federal  money 
were  siphoned  oR'  by  Newark's  lum- 
bering and  often  corrupt  city  bureau- 
cracy, or  funneled  to  politically  con- 
nected community  organizations  that 
weren't  effertrve. 

The  list  of  the  Central  Ward's  needs  seemed  to  go  on  forever, 
but  the  people  meeting  at  Queen  of  Angels  quickly  concluded  that 
decent,  affordable  housing  was  at  the  very  top.  "After  the  riots," 
says  Madge  Wilson,  Babyland  president  and  one  of  the  early 
Central  Ward  activists  working  with  Father  Under,  "people  said  that 
the  most  important  things  were  having  decent  homes  to  Ih'e  in  and 
getting  off  the  welfare  rolls.  They  were  living  in  high  rises,  all  these 
poor  families  stacked  on  top  of  poor  families  for  15  and  l6  stories. 
And  there  were  no  services.  They  just  wanted  to  become  self- 
sufficient." 


Viewing  the  scale  model  of  the  prospective  New  Community  complex  in 
1968  are  founder  Rev.  William  J.  Under.  NCOs  first  attorney,  Irvin  B. 
Booker  (now  Essex  County  Superior  Court  Judge);  U.S.  Representative 
Minish;  the  late  Willie  Wright,  first  President  of  New  Community 
Corporation;  and  Joe  Chaneyfield,  Vice  President  of  the  Board  of  NCC 
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The  neighborhood's  growing  band  of  activists  also  understood 
it  would  be  up  to  them  to  find  and  devise  their  own  solutions. 
Feeling  betrayed  and  cast  adrift  by  the  system,  they  knew  the 
destiny  of  the  Central  Ward's  people  would  rest  largely  in  their  own 
hands.  No  one  expeaed  the  cavalry-  to  ride  to  their  rescue. 
Empowerment  and  self-determination  beame  the  core  of  New 
Community's  philosophy.  "After  the  1967  civil  disorders,"  Linder 
says,  "we  determined  that  if  we  were  going  to 
see  any  improvement,  it  had  to  come  primarily 
from  the  people  who  lived  here." 

"NCC's  goal  is  to  create  a  sufficiently  large 
economic  base  so  that  the  community  controls 
the  funds  necessary  for  further  economic  devel- 
opment." Father  Linder  wrote  in  one  document 
explaining  the  rationale  for  New  Communit)''s 
emphasis  on  self-reliance.  'It  must  not  depend 
solely  on  the  good  will  of  the  larger  society  to 
develop  the  jobs  and  resources  needed  by  its 
poor,  minority,  inner-city  residents.  It  must 
build  and  maintain  independent  viability. 
Though  NCC  stresses  cooperation  with  every- 
one willing  to  do  so,  it  holds  that  integration 
into  complex  economic  institutions  can  only 
come  when  people  have  the  strength  that 
comes  from  the  pride  of  self-reliance.  This 
necessitates  the  development  of  prosperous 
local  systems  controlled  from  within." 

Today  Monsignor  Linder  notes.  "New  Community  Corporation 
was  a  natural  outgrowth  of  the  parish  and  the  civil  rights  movement 
and  Saul  Alinsky-t^'pe  organizing."  He  is  convinced  that  American 
society  has  historically  been  and  remains,  "anti-black,  anti-uiban. 
and  anti-poor."  City  governments  chronically  try  to  bargain  favors 
for  votes;  state  and  federal  governments  instinctively  try  to  dictate 
conditions  of  aid. 

So  with  Monsignor  Linder's  guidance,  New  Communit)-  has 
always  pushed  for  independence.  It  has  a  majority  black,  neighbor- 
hood-controlled local  board,  and  it  has  concentrated  on  building 
financial  independence  and  developing  operating  divisions  with 
mutually  supportive  skills. 

From  the  very  outset,  Father  Linder  and  his  fellow  community 
activists  were  confronted  by  obstructions  at  virtually  every  mm. 
None  were  more  ominous  than  those  presented  by  the  conserva- 
tive hierarchy  that  dominated  the  Newark  archdiocese  at  the  time 
—  the  church  establishment  to  which  Linder  and  neighborhood 
residents  first  looked  for  assistance  in  trying  to  mm  their  dream  of 
building  decent  homes  into  reality- 
Responding  to  the  community's  requests  for  assistance  in  low- 
income  housing  development.  Archbishop  Thomas  Boland  called 
a  meeting  with  several  Newark  priests  and  officials  from  the 
Archdiocese's  social  service  agency,  the  Mount  Carmel  Guild  At 


NCCs  fim  employM,  Cedlia  Faulb,  Director  of 
Human  Resources,  was  the  corporation's  only 
emplojree  until  1975. 


the  end  of  the  session,  he  tapped  the  Guild  to  serve  as  the 
Archdiocese's  housing  agency.  The  parishioners  of  Queen  of 
Angels  submitted  the  names  of  four  prominent  Newark  blacks  — 
including  Kenneth  Gibson,  later  to  become  mayor,  and  Robert 
Curvin,  who  was  then  the  direaor  of  CORE  (the  Congress  on  Racial 
Equality)  and  now  heads  the  urban  poveit)'  program  at  the  Ford 
Foundation  —  as  candidates  to  represent  the  Central  Ward  on  the 
Mount  Carmel  Guild's  board.  All  four 
were  rejeaed  because  the  Archdiocese 
deemed  them  unqualified  to  offer  ad- 
vice about  low-income  housing. 

"The  Archbishop  didn't  understand 
organizing  and  community'  develop- 
ment," Linder  says.  "He  saw  e\'erything 
in  terms  of  very  traditional  charity.  It 
came  to  a  head  when  we  tried  to  get 
people  onto  boards  or  to  create  boards 
that  were  decision-making.  The  origi- 
nal New  Community  proposal  after  the 
disorders  was  to  have  a  housing  de- 
partment under  the  Mount  Carmel  Guild, 
but  the  four  people  we  suggested  were 
mmed  down.  After  that,  we  decided  we 
were  in  a  whole  different  land.  So  we 
incorporated.  We  had  never  intended 
to  do  that.  We  knew  nothing  of  housing 
as  such." 
Then  again,  seizing  oppormnity  and  challenging  adversity  were 
to  become  hallmarks  of  New  Community,  its  leadership  and 
people. 

New  Community's  relationship  with  the  Catholic  Archdiocese 
—  which  Father  Linder  passionately  fek  ought  to  be  deeply 
involved  in  the  affairs  and  welfare  of  the  inner-city  Newark 
neighborhoods  it  was  supposed  to  serve — would  not  improve  for 
another  five  years,  when  a  more  progressive  archbishop  assumed 
the  helm.  Meanwhile,  Father  Linder  and  the  parishioners  and 
activists  at  Queen  of  Angels  continued  their  campaign  of  guerilla 
action  against  the  consers'ative  church  leadership.  They  ambushed 
the  Archbishop  with  embarrassing  protests  at  official  ftinctions,  set 
up  picket  lines  and,  in  the  loal  media,  accused  the  Archdiocese 
and  the  Archbishop  of  racism  beause  they  were  ignoring  inner- 
city  Newark. 

The  protests  were  not  warmly  received.  Father  Linder,  in 
particular,  was  ostracized  by  many  priests  and  openly  threatened 
with  removal  from  the  priesthood  if  he  continued  his  aggressive 
community  activism.  He  was  transferred  to  several  churches  in 
Newark  in  the  hope  of  silencing  him.  or  at  least  separating  him  from 
the  growing  band  of  community  activists  working  in  conceit  with 
him.  Wherever  Father  Linder  went,  however,  the  parishioners  and 
members  of  New  Community  followed,  and  the  churches  re- 
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mained  intimately  tied  to  the  community  organization.  "For  the  first 
time  I  realized  people  were  in  it  for  the  long  term,"  Monsignor 
Under  says.  "There  was  a  tremendous  bond  and  I  had  their  support. 
But  it  was  a  rough  period  for  a  while  and  I  really  thought  I  was  on 
my  way  out." 

Father  Under  was  finally  assigned  to  St.  Rose  of  Lima  Church 
in  1974,  after  he  returned  from  a  stint  pursuing  graduate  studies  on 
urban  affairs,  planning  and  other  commu- 
nity issues  at  Fordham  University.  He  has 
remained  at  St.  Rose  of  Lima  since  then. 

"There  was  a  lot  of  flack,"  Mary  Smith 
remembers.  "Father  Linder  was  the  only  one 
who  survived  the  whole  thing.  Some  even 
left  the  priesthood.  But  Father  Linder  said, 
'This  is  my  family  and  no  one  else  counts." 

"We  had  the  Archbishop  so  nervous. 
Every  place  he  went  we  were  standing  there 
with  a  picket  sign,"  Joe  Chaneyfield  recalls 
with  a  hearty  laugh.  "We  were  irymg  to  get 
the  Catholic  Church  to  do  somediing.  How 
can  you  call  yourself  a  religious  organiza- 
tion and  not  do  anything?  We  took  a  beat- 
ing, but  Monsignor  hung  right  in  there.  He 
was  a  iRie  believer  in  what  he  was  doing, 
and  he  was  committed." 


One  of  the  earliest  memben  of  New  Community,  Joe 
Chaneyfield  now  serves  as  Vice  President  of  its  Board  of 
Trustees. 


were  numerous  confrontations  with  black  leaders  such  as  LeRoi 
Jones,  who  later  took  the  Muslim  name  Amiri  Baraka  and  became 
a  political  force  within  the  city.  Meanwhile,  white  conservatives  led 
by  Anthony  Imperiale  were  trying  to  block  any  political  or 
economic  gains  by  Newark  blacks.  They  objeded  to  New 
Community's  efforts  to  improve  life  in  the  Central  Ward  and  to  the 
group's  visible  attempts  to  oppose  their  racially  inflammatory 
tactics. 

"We  broke  up  Imperial's  demonstra- 
tions and  they  tried  to  stone  us,"  Monsi- 
gnor Under  says.  "In  front  of  City  Hall  they 
tried  to  overturn  my  car  with  us  in  it. 
Imperiale  would  come  down  with  his 
thugs  to  intimidate  people.  We'd  get  to  City 
Hall  first  and  take  their  seats.  He'd  go  wild. 
It  got  so  bad  the  governor  had  to  intervene 
directly."  Democratic  Governor  Richard 
Hughes's  intervention  included  police  pro- 
tection for  Father  Linder,  a  precaution 
which  proved  wise  more  than  once,  espe- 
cially on  the  day  someone  pulled  a  gun  on 
him  as  he  was  leaving  a  City  Council 
meeting. 

"We  destroyed  Imperiale's  meetings," 
Linder  says,  "but  it  almost  killed  all  of  us," 


New  Community's  ties  to  the  parishes  to 

which  Father  Linder  has  been  assigned,  and  to  the  Catholic  Church 
in  general,  have  been  crucial  to  the  whole  enterprise.  He  says  that 
New  Community's  people  "get  a  sense  of  purpose"  from  religion 
"thai  what  they  are  doing  is  right  and  important  and  blessed  by 
God.  There  is  a  purpose  in  all  that  is  done.  There  is  strength  given 
to  us  to  accomplish  what  we  are  about."  He  notes  that  from  the  very- 
first  meetings  of  concerned  residents  in  the  Queen  of  Angels 
rectory  following  the  July  disuirbances,  there  was  "a  very  good 
religious  base"  among  the  neighborhood  activists  which,  in  mm, 
produced  "a  religious  base  for  community  development." 

New  Community  has  had  a  supportive  relationship  with  the 
Newark  Archdiocese  —  which  ultimately  concluded  neighbor- 
hood involvement  was  a  proper  role  for  the  church  —  since  it 
acquired  new  leadership  in  the  mid-1970s.  Monsignor  Linder's 
parish  church,  St.  Rose  of  Uma,  remains  an  integral  part  of  the  New 
Community  network.  Its  facilities  have  often  been  used  by  die 
group.  Its  parochial  school  provides  an  alternative  to  Newark's 
troubled  public  schools  for  Central  Ward  residents  generally,  and 
to  New  Community  residents,  in  particular. 

The  early  days  brought  New  Community  challenges  withm 
Newark  as  a  whole,  and  with  the  Archdiocese.  Black  nationalist 
activists,  who  were  acquiring  a  large  Newark  following  at  the  time, 
objeaed  to  any  mvolvement  by  whites  in  the  Central  Ward.  There 
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GAINING  TRUST 


When  it  was  built  in  1975.  the  corporatioo's  first  housing  mtf.  New 
Community  Homes,  broke  the  failed  high-rise  mold  in  which  low-income 
housing  had  previously  been  cast  It  featured  innovations  such  as  separate 
entrances  for  each  unit 


HE  FORMAL  INCORPORATION  OF  NEW  COMMUNITV  IN 

January  1968  was  just  the  beginning  of  years  of  struggle 
to  develop  housing  plans  that  would  be  approved  by  state 
and  federal  authorities,  to  secure  the  financing  for  construction, 
and  to  cultivate  the  skills  members  would  need  to  go  about  the 
complicated  task  of  housing  development. 

There  were  many  potential  stumbling  blocks.  Not  only  did  New 
Community  lack  the  know-how  to  build 
I  housing,  it  lacked  the  financial  resources 
required  for  housing  development.  The 
challenge  was  to  gain  trust,  to  obtain  seed 
money  and  permanent  mortgages  from 
financial  institutions  which  simply  didn't 
believe  community-based  development 
corporations  were  a  good  risk.  Indeed, 
the  multitude  of  difficukies  confronting 
would-be  community  housing  develop- 
ers discouraged  all  but  a  handful.  Most 
simply  gave  up,  rather  than  persevere 
through  the  years  of  bureaucratic  delays 
and  negotiations. 

New  Community's  founders  were  de- 
termined that  their  group  was  going  to  be 
different.  As  it  would  turn  out,  they  had 
the  tenacity  and  street  sense  to  persevere 
until  they  had  established  credibility  and 
built  the  trust  they  needed  to  get  the  job 
done  New  Community  simply  would  not  give  up.  It  was  deter- 
mined to  be  a  meaningful,  successful  player  over  the  long  haul.  In 
time,  the  whole  community — skeptical  bankers  included — came 
to  recognize  that  determination. 

To  establish  its  credit  with  financial  institutions,  New  Commu- 
nity used  Queen  of  Angels  Parish  as  a  back-up  corporation  Fathei 
Linder  guaranteed  that  the  parish  would  be  a  source  of  replacement 
members  for  New  Community's  board,  thus  assuring  continuity. 
New  Community  made  a  commitment  to  have  a  housing  board  for 
the  duration  of  the  mortgages  on  its  first  projert. 

"We  asked  all  the  onginal  people  to  make  a  20-year  commit- 
ment,' Linder  says.  "Without  that  we  wouldn't  have  an  impaa. ' 
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New  Community  also  succeeded  in  attracting  its  first  organiza- 
tional money,  a  small  seed  loan  for  $13,000  from  the  New  Jersey 
Department  of  Community  Affairs. 

The  groundwork  was  already  being  laid  for  building  a  small  but 
independent  financial  base  for  the  organization.  In  August  1967, 
parish  members  started  a  project  called  "Operation  Understand- 
ing," which  sent  out  teams  of  two  Newark  residents  —  one  white, 
one  black  —  to  talk  about  race  relations  in  the  suburbs.  The 
discussions  dramatized  the  problems  of  the  inner  city  and  made  it 
clear  to  some  of  the  suburban  listeners  that  something  had  to  be 
done.  The  panels  dispatched  to  the  suburbs  proved  critial  two 
years  later  in  launching  two  important  operations  —  the  New 
Community  Foundation,  which  provided  essential  fmancial  sup- 
port for  the  group  in  its  early  days,  and  "Operation  Housewives," 
which  drew  suburban  women  into  the  inner  city  to  assist  in  setting 
up  the  first  Babyland  day-care  centers. 

Mary  Smith  beame  involved  in  Operation  Understanding  and 
Operation  Housewives  not  long  after  she  felt  compelled  to  move 
out  of  the  Central  Ward,  and  alter  a  month  of  conversations  with 
Father  Linder,  who  wanted  her  involved  in  the  efforts.  Ultimately, 
she  spent  six  years  traveling  to  churches  in  the  suburbs  to  talk  to 
residents  about  the  plight  of  inner-city  residents. 

It  would  not  be  an  easy  task.  While  Operation  Understanding 
touched  many  of  the  participants  in  the  suburban  discussions,  and 
ultimately  led  many  to  use  their  political  connections  on  New 
Community's  behalf  as  well  as  to  lend  financial  support  to  the  New 
Community  Foundation,  there  were  many  rough  spots  in  the 
discussions.  Some  of  the  suburbanites,  in  fact,  proved  quite 
unwilling  to  let  go  of  racial  stereotypes,  turning  meetings  into 
emotional,  trying  experiences. 

'People  would  say  'Why  are  you  asking  us  to  give  money  to 
blacks?"  Mary  Smith  remembers.  "They'd  say  'I  see  black  people 
going  to  church  v.ith  big  hats  They  drive  Cadillacs.  They  drink  up 
their  money.  Those  welfare  mothers  just  sit  there  and  won't  worii 
And  you're  asking  for  a  handout  for  them''  I  always  got  the 
question:  'If  we  give  money  to  blacks,  aren't  you  going  to  go  out 
and  buy  a  Cadillac  or  a  fancy  hat  or  clothes?'  Day  after  day  it  was 
really  something. ...  Sometimes  they  had  to  shield  us  to  get  us  into 
the  meetings.  The  leaders  would  invite  us,  but  the  people  would 
come  in  and  they  were  bigots.  Sometimes  the  police  had  to  come 
to  escort  us  out.  Some  of  those  whites  took  a  lot  of  abuse 
themselves.  They  were  dropped  from  car  pools.  Their  neighbors 
stopped  talking  to  them.  They  were  called  nigger  lovers." 

She  continues:  "One  time,  with  about  500  people  in  an 
audience,  a  man  was  questioning  me  about  coming  to  suburbia  and 
about  intermarriage.  He  said  Stay  in  your  own  neighborhood ' 
Finally,  1  said,  'You  know,  sir,  I  hear  what  you're  saying.  'You're 
saying  that  if  you  give  my  people  good  jobs,  the  next  thing  they  can 
afford  is  a  house  next  to  you.  And  then  my  son  may  marry  your 
daughter.  Is  that  if  He  said,  'You  re  damn  right.'  I  said,  I'm  not  that 


much  different  from  you.  You  want  the  best  for  your  child  and  I 
want  the  best  for  mine.  If  I  was  next  door  I'd  tell  my  son  the  best 
thing  for  you  is  to  marry  a  nice  beautiful  black  girl.  The  two  of  us 
would  make  sure  our  kids  would  never  get  together.'  He  looked 
at  me.  And  some  of  the  people  in  the  audience  clapped.  He  huffed 
and  puffed  and  said  that  this  was  a  serious  matter.  I  agreed.  This 
is  quite  serious.  The  best  thing  for  my  child  is  to  marry  a  beautifiil 
black  girl" 

Despite  the  ultimate  value  of  these  discussions,  there  was  a  high 
attrition  rate  among  the  participants,  most  of  whom  lacked  the 
appetite  for  the  constant  su-ess.  Originally  there  was  a  pool  of  50 
Newark  residents  who  regularly  traveled  to  the  suburbs  for  such 
discussions.  Within  a  month,  just  10  were  left.  Ultimately  just  four 
people,  including  Mary  Smith,  stuck  it  out. 

By  April  1968,  with  the  assassination  of  the  Rev.  Martin  Luther 
King  Jr..  dozens  of  American  cities  would  experience  conflagra- 
tions of  their  own.  Thanks  to  New  Community's  organizers,  who 
walked  the  pavement  to  keep  the  city  calm,  Newark  was  one  of  the 
few  major  Amerian  cities  that  remained  peaceful  in  the  aftermath 
of  King's  death.  New  Community's  efforts  were  already  beginning 
to  pay  off. 

For  some  time  the  group  had  been  planning  a  "Walk  for 
Understanding,"  intended  to  draw  suburban  residents  to  the 
Central  Ward  for  a  ftfsthand  look  at  the  overwhelming  needs  of  the 
community.  As  timing  had  it,  the  march  occurred  on  the  Palm 
Sunday  after  King's  death.  The  nation  was  transfixed  by  the  sight 
of  urban  neighborhoods  in  flames  again  with  heavily  armed  U'oops 
patrolling  the  streets  of  countless  major  cities.  Yet  the  50,000 
people  who  peacehiUy  marched  through  the  sU'eets  of  the  Central 
Ward  on  Palm  Sunday  were  the  only  occupying  force  to  be  seen 
on  the  streets  of  Newarii  during  that  traumatic  weekend. 

The  march  "was  the  beginning  of  a  lot  of  things,"  explains  Pat 
Foley,  one  of  the  organizers  of  the  event.  "The  suburban  people 
saw  something,  and  they  were  interested  in  doing  something  about 
it.  The  Beri^eley  Heights  Jaycees  got  involved  with  Father  Linder  in 
housing.  Some  people  met  Mary  Smith,  who  was  trying  to  rtin  day 
care  in  Scudder  Homes,  and  they  went  and  worked  there." 

"That  was  when  a  lot  of  white  people  truly  saw  the  need  for 
New  Community,"  Joe  Chaneyfield  agrees  "That  wasn't  riot 
damage  they  were  looking  at.  It  was  like  that  before  the  riots.  Many 
of  them  told  me,  'I  didn't  realize  Newarit  was  that  bad  off^.'" 

New  Community  steadily  developed  a  core  of  supporters  and 
a  partnership  that  led  to  the  formation  of  the  New  Community 
Foundation  in  May  1969.  Quickly,  the  foundation  became  New 
Community's  fund-raising  arm  and  a  vehicle  for  cultivating  a 
broader  base  of  political  support  among  suburban  residents  who 
could  help  sway  public  office  holders. 

In  some  15  suburban  communities,  the  New  Jersey  Junior 
Chambers  of  Commerce  (the  Jaycees)  and  others  sold  "shares"  in 
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the  New  Community  Foundation,  entitling  contributors  to  a 
symbolic  square  foot  of  land  in  the  Central  Ward  for  $5  each.  More 
than  $100,000  was  raised  through  the  effort,  money  that  enabled 
New  Community  to  purchase  two  acres  of  land  in  the  area  it  had 
identified  as  the  heart  of  its  redevelopment  aaivity. 

To  ensure  confidence  in  its  housing  program,  New  Community 
hired  outside  experts  to  provide  technical  assistance.  A  top  housing 
consultant  was  brought  on  board.  A  minority-owned,  New  Yori< 
City-based  architectural  firm  was  hired  to  develop  the  plans  for  the 
first  units  of  housing.  A  Big  Eight  accounting  fum  was  recmited,  as 
was  the  largest  law  fimi  in  New  Jersey.  The  approach  helped  New 
Community  gain  the  respectabihty  it  needed  within  the  community 
and  establish  the  credibility  it  would  need  among  lenders  when  the 
time  came  to  secure  mortgages. 

"Along  the  road  we  had  a  lot  of  people  helping  us,"  Joe 
Chaneyfield  says,  "They  believed  in  us  and  they  helped.  Dave 
Foley  was  a  super  guy,  but  it's  in  the  heart,  you  know.  He  saw  the 
honesty  in  us.  We  didn't  look  to  get  on  his  payroll.  We  really 
wanted  to  build  housing  for  our  people  and  create  jobs." 

Meanwhile,  Father  Linder's  background  in  planning  —  includ- 
ing work  at  the  Essex  County  Planning  Department  —  began  to 
prove  invaluable.  He  put  those  skills  to  woric  for  New  Community 
by  developing  a  20-year  plan  for  the  group's  comer  of  the  Central 
Ward  and  a  model  for  45  aaes  of  housing,  commercial  and 
eduation  facihties.  Odier  planners  donated  their  time  to  a  year- 
long effort  to  aeate  a  model,  on  an  eight-by-eight-foot  board,  of 
the  new  community  that  would  rise  in  the  Central  Ward. 

New  Community's  goal  was  ambitious,  radical  and  unlike 
anything  ever  attempted  in  an  inner-city  environment:  creating  a 
planned  community  within  an  old,  existing  city.  Columbia,  Md., 
and  Reston,  Va.,  two  of  the  nation's  first  planned  communities, 
served  as  models. 

Father  Linder's  original  plan  called  for  building  2,400  units  of 
housing  and  aeating  1,100  jobs.  The  first  figure  was  based  on  the 
neighborhood's  pressing  housing  needs  The  laner  was  related  to 
the  number  of  households  on  welfare  in  the  Central  Ward.  It  was 
also  based  on  a  calculation  that  presumed  aeating  this  many  local 
jobs  for  residents  would  lead  to  a  critical  mass  of  money  spent  and 
recirculated  locally,  thus  acting  as  a  catalyst  for  more  economic 
growth. 

Reaching  the  20-year  plan's  targets  would  take  a  couple  of  years 
longer  than  intended.  (For  one  thing,  there  was  some  diversion  as 
New  Community  quickly  leapfrogged  the  boundaries  mapped  out 
in  the  original  plan  and  began  to  provide  services  never  envisioned 
at  the  start,  such  as  transportation  and  health  care.)  Yet  by  1993, 
virtually  every  one  of  the  early  major  goals  had  been  hilfiUed.  (New 
Community  and  the  city  reached  agreement  in  1992  on  building  the 
last  missing  element  of  the  plan,  a  $2  million  community  recreation 
center.) 


"Up  front  we  said  it  would  take  20  years,"  Linder  says  "If  China 
has  a  20-year  plan  why  an't  we?  We  picked  the  number  of  homes 
and  jobs  we'd  have  to  create  and  if  we  could  do  it,  the  CenUai  Ward 
would  begin  to  change  on  its  own.  You  would  keep  money  in  the 
community.  The  Central  Ward  has  aeated  the  momentum  itself." 

"The  vision  was  that  we  would  build  this  new  community  right 
in  Newark."  explains  Cecilia  Faulks,  who  is  now  New  Community's 
human  resources  director.  "And  that's  what  it  is.  If  you  ask  someone 
where  they  live,  they  say !  live  in  New  Community.  They  don't  say 
1  live  in  Newark.  A  lot  of  the  residents  do  consider  themselves  as 
living  in  a  new  community.  With  our  developments,  you  don't 
know  where  one  stops  and  the  other  continues.  The  distinction  is 
only  important  to  the  managers.  The  residents  just  all  live  in  New 
Community'.  It's  not  important  if  it's  the  Commons  or  the  Gardens 
or  the  Manor." 

As  revolutionary  and  visionary  as  the  original  plan  and  goals 
were.  New  Community  hoped  for  still  more.  The  residents  of  the 
Central  Ward  were  well-versed  in  the  horrors  of  warehousing 
young  low-income  families  in  high-rise  projects,  and  they  were, 
fiercely  determined  to  avoid  the  high-rise  trap.  The  alternative 
planning  process  they  setded  on  was  deeply  unsettling  to  the 
traditionalist  architects  and  planners  of  the  1960s,  a  group  accus- 
tomed to  imposing  their  solutions  to  low-income  housing  needs 
from  above  widiout  regard  to  human  needs — and  with  disastrous 
consequences.  New  Community's  breathtaking  vision  was  that  the 
residents  themselves  would  plan  and  design  their  own  housing.  To 
accomplish  that,  an  advisory  council  was  set  up.  with  any  member 
of  the  community  eligible  to  join.  And  thai  council  was  given 
decision-making  authority  in  many  areas  of  the  design  process. 
Father  Linder,  meanwhile,  secured  a  $37,000  state  grant  from  a 
sympathetic  NJ.  official  to  train  residents  in  planning  and  architec- 
ture. 

Daylong  architectural  and  planning  meetings  took  place  on 
Saturdays  over  the  course  of  two  years.  The  sessions  proved  to  be 
1  learning  experience  for  the  professional  architects  and  planners, 
as  well  as  the  residents  of  the  Centtal  Ward.  Initially,  Monsignor 
Linder  remembers,  "We  sat  down  with  an  architect,  and  he  was 
imposing  the  state  approach  that  followed  HUD  (Federal  Depart- 
ment of  Housing  and  Urban  Development]  guidelines,  and  it  was 
a  high  rise.  The  people  weren't  fightmg  it,  but  they  weren't  happy. 
People  would  say  what  they  wanted,  and  the  architea  would  say 
'No,  that  won't  work,'  and  the  people  would  accept  it.  We  decided 
to  start  over.  We  took  field  uips  to  Reston  and  Columbia  to  see 
planned  communities.  If  you  grow  up  in  the  Central  Ward,  what's 
your  experience  of  housing?  Half  the  units  were  in  public  housing 
and  the  rest  were  bombed  out  or  substandard  private  housing.  In 
i960,  98  percent  of  the  housing  was  structurally  unsound.  We 
wanted  to  expose  people  to  dreaming  about  a  total  community 
where  they  planned  space  for  housing,  offices,  bikes  and  stores." 
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In  addition  to  the  group  excureions  to  Columbia,  Reston  and  to 
inner-city  projects  in  Philadelphia,  New  York  City  and  New  Haven, 
prominent  developers  and  theorists  were  brought  in  to  talk  with 
residents.  Columbia  developer  James  W.  Rouse  made  presenta- 
tions. Architect  Oscar  Newman,  the  author  of  Defensible  Space,  a 
seminal  work  about  constructing  safer  places,  came  on  two 
consecutive  Saturdays  to  talk  about  his  architectural  theories  of 
building  safe,  secure  buildings. 

"'S'e'd  always  tried  to  instill  our  philosophy  that  all  the 
experiences  should  be 
uplifting,"  Under  ex- 
plains. "Everybody  got 
tn  like  the  process.  It 
became  a  social  event. 
The  residents  truly  de- 
signed the  building.  We 
tried  to  do  a  lot  of 
panicipation  in  plan- 
ning and  architecnire. 
We  ieel  the  people  who 
are  going  to  use  the 
facilities  and  services 
have  to  be  part  of  the 
process." 

Eventually  the  resi- 
dents became  more 
f.nd  more  assertive  in 
e;:pressing  what  they 

wanted  in  the  homes  . 

,       ,     ...  I,      At  the  jroundbreaking  ceremonies  for  NIC  Manor 

their  families  would  "  "  - 

live  in.  "The  planning 

process  was  very  im- 

poriant,"  New  Community's  development  director  Ray  Codey  says, 

'even  though  involving  the  residents  in  the  acmal  design  was 

considered  heresy  at  the  time.  The  residents  wanted  to  be  able  to 

see  tfieir  kids  from  the  verandas.  They  wanted  common  mail  boxes 

in  t'cie  common  areas  for  security.  It  was  a  very  detailed  planning 

process  at  the  time." 

In  the  world  of  low-income  housing  that  existed  in  the  late 
1960s,  every  decision  that  reflected  their  wishes  was  a  major 
triumph  and  obvious  source  of  pride  and  ownership  on  the  part  of 
residents.  "We  used  to  have  a  room  full  of  people  saying,  'I  want 
a  bathroom  here  or  my  kitchen  there,"  Joe  Chaneyfield  says.  "We 
drove  that  architea  crazy,  but  we  knew  what  we  basically  wanted 
for  our  families." 

The  experience  had  a  powerful  impact  on  the  residents  who 
participated.  In  the  paternalistic  worid  of  public  housing  and  anti- 
poverty  programs,  no  one  had  ever  asked  them  for  their  input  or 
about  their  preferences.  Yet  here  was  a  process  deliberately 
strtictured  to  give  the  residents  the  power  to  make  critical  decisions 


in  May  1982  were  New  Community  Board  President 
Arthur  Wilson,  New  Jersey  Gov.  Thomas  Kean  and  a  proud  Father  Under. 


about  the  design  and  character  of  the  housing  their  community 
group  was  building,  the  homes  they'd  eventually  move  into.  The 
process  led  to  a  fierce  sense  of  pride  and  ownership  in  New 
Community  that  has  never  diminished. 

"It  was  very  exciting,"  Cecilia  Faulks  says,  "especially  seeing 
communities  like  Reston  and  Columbia  where  everything  was 
planned  and  designed.  The  people  in  the  program  were  given  the 
sense  they  could  determine  and  have  some  control  of  their  destiny. 
And  that's  where  it  all  started.  That  really  was  the  beginning  of 

practicing  what  we 
preached.  A  lot  of  the 
people  who  were  in 
that  program  became 
the  first  residents  of 
New  Communit)'." 

The  residents  ul- 
timately were  forced 
to  compromise  on  the 
townhouse  develop- 
ment they  truly 
wanted  since  it  was 
still  the  heyday  of  the 
low-income,  high- 
rise  housing  era.  The 
final  agreement  with 
New  Jersey  and  fed- 
eral housing  officials 
—  who  were  insist- 
ing on  ten-story  high 
rises  despite  the  ac- 
cumulating body  of 
evidence  that  indi- 
cated vertical  towers  were  entirely  inappropriate  places  for  low- 
income  families  —  involved  mid-rise  buildings  built  around  a 
secure,  open  courtyard. 

Still,  the  model  produced  by  New  Community  was  such  a 
departure  from  the  prevailing  trend  that  securing  funding  from  the 
New  Jersey  State  Housing  Finance  Agenq  remained  a  major 
hurdle.  In  time,  the  townhouse/low-rise  approach  championed  by 
New  Community's  people  would  prove  to  be  a  triumphant 
breakthrough  in  low-income  housing.  It  was  years  ahead  of  its 
time,  both  in  terms  of  the  design  and  planning  process,  and  the  final 
product.  At  the  time,  however,  bureaucrats  with  their  eyes  on  the 
bottom  line  simply  saw  a  project  that  cost  more  than  a  high-rise. 
"We  ran  into  a  lot  of  confrontation,"  Madge  Wilson  says. 
"Trenton  Ithe  state  government]  and  HUD  were  accustomed  to 
stacking  poor  people  atop  each  other.  We  wouldn't  stand  for  it 
Mary  Smith  went  to  Trenton  and  fought,  and  she  went  to  HUD  and 
fought.  We  were  determined  to  fight  for  what  we  wanted.  People 
need  to  have  decent  housing.  And  we  guarantee  you  it  won't  be 
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torn  up.  She  was  called  a  lot  of  names.  We  wanted  one-  and  two- 
and  three-  and  four-bedroom  homes  for  larger  families.  We  have 
two-and-a-half  bathrooms,  a  rec  room,  den,  and  utility  room.  We 
have  everything  that  a  suburban  household  would  have.  The  state 
was  afraid  that  people  would  just  tear  it  up.  Mary  said  we'll  prove 
to  you  it  won't  be  torn  up.  And  after  all  that  fighting  they  were  built, 
and  they're  still  really  nice." 

The  comfortable,  family-friendly  housing  New  Community's 
members  wanted  might  never  have  been  approved  were  i'.  not  for 
the  powerful  corporate  and  suburban  allies  the  group  had  culti- 
vated, including  the  members  of  the  New  Community  Foundation 
andtheJaycees,who 
had  been  so  success-  ; 
ful  in  raising  money. 

Of  all  the  rela- 
tionships New  Com- 
munity cultivated, 
few  would  prove 
more  important  — 
or  reveal  more 
about  the  fledgling 
organization's  tnje 
nature  —  than  the 
one  that  developed 
with  Engelhard  In- 
dustries, whose 
chairman,  Charles 
Engelhard,  had  of- 
fered to  make  a  sub- 
stantial grant  to  the 
group.  Engelhard's 
expenence  was  simi- 
lar to  that  of  most 
grant-makers:  Community  groups  were  generally  more  than  happy 
to  accept  his  offers  of  money.  New  Community  chose  a  different 
route.  Its  board  refused  the  grant  and  asked  for  a  loan  instead.  "No 
one  had  ever  mmed  down  his  money  as  a  gift  before,"  Monsignor 
Under  says.  "It  was  one  of  the  best  moves  we  ever  made.  The  grant 
would  have  been  for  $40,000.  We  ended  up  with  a  $200,000  loan." 

New  Community's  Board  of  Directors  preferred  a  loan  to  a  grant 
beause  that  would  help  diem  establish  credit.  But  NCC's  board 
also  wanted  more  than  that  from  Engelhard  Industries.  It  wanted 
to  tap  the  considerable  talent  available  within  the  company's  ranks. 
New  Community  asked  Engelhard  for  access  to  some  of  the  firm's 
professionals,  and  not  just  the  firm's  junior  people.  Charles 
Engelhard,  who  was  impressed  that  New  Community  had  turned 
down  a  grant  and  requested  a  loan  instead,  was  asked  to  provide 
the  heads  of  his  corporate  departments,  especially  real  estate,  legal 
and  engineering.  Engelhard  liked  the  idea  and  assigned  his  own 
personal  counsel  to  work  as  a  liaison  with  New  Community. 


NC  Manor  at  545  Orange  Street  is  one  of  six  NCC  senior  buildings  that  altogether  house  well  over  1 ,000 
elderly  and  handicapped  low-income  people. 


By  November  1971,  before  New  Community  fmished  its  first 
housing  project,  it  had  borrowed  $190,000  from  Engelhard  Indus- 
Uies.  The  loan  was  repaid  at  the  mortgage  closing  in  September 
1972,  covering  the  first  120  units  of  housing.  "Mr.  Engelhard 
thought  we'd  just  be  another  group  hitting  him  up  for  money  that 
would  never  do  anything,"  Joe  Chane^field  says.  "When  we  paid 
him  back,  I'll  never  forget  how  he  felt  and  how  it  made  me  feel. 
We  actually  did  what  we  said  we'd  do.  Some  of  his  people  had  told 
him  he'd  have  to  write  it  off.  But  I  wanted  a  loan,  not  a  grant.  A  grant 
would  mean  giving  us  something.  To  me,  now  you're  giving  me 
something  for  nothing.  But  if  you  loan  me  money,  you  expect  to 

get  it  back,  and  I'll 
~~~  ~       ~—  do  all  I  can  to  make 

,^  sure  you  get  it  back. 

There  was  a  differ- 
f".  ence,  and  he  un- 

derstood, too.  I'll 
never  forget  it.  He 
truly  looked  and 
said,  'Damn,  these 
people  did  what 
they  said  they'd  do. 
There's  something 
to  this.'" 

When  the  time 
came  to  buy  land 
for  the  housing 
project,  Engelhard 
and  the  group's 
other  allies  again 
proved  criucal  in 
enlisting  key  politi- 
cal supporters.  Most 
development  in  Newark,  especially  when  federal  or  state  subsidies 
were  involved,  took  place  on  urban  renewal  land,  but  New 
Community  decided  to  sidestep  the  highly  political  urban  renewal 
process  and  buy  the  land  for  its  new  homes  privately.  The  45  acres 
New  Community  had  chosen  for  the  core  of  its  development  in  its 
20-year  plan  lay  just  south  of  the  New  Jersey  Universit)'  of  Medicine 
and  Dentistry  complex.  Most  buildings  that  were  sriU  standing  on 
the  land  were  structurally  unsound.  The  U^rt  New  Community 
wanted  for  its  housing  development  was  held  by  three  different 
owners  and  should  have  been  a  simple  deal  to  negotiate.  The 
process  became  difficuk,  however,  when  Ronson  Corporation, 
which  held  one  of  die  vacant  parcels  of  land  New  Community 
needed,  refused  to  sell. 

The  intervention  of  Richard  Hughes,  Governor  of  New  Jersey, 
and  of  Bob  Lilley,  President  of  New  Jersey  Bell,  was  required  to  settle 
the  problem,  and  dien  only  after  New  Community  threatened  sit-ins 
and  other  actions  against  die  company. 
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But  there  was  still  some  protraaed  jousting  required  to  get 
bureaucrats  to  sign  off  on  their  "radical"  housing  design.  Again 
New  Community's  powerful  allies  ame  to  the  rescue.  "The 
suburbanites  were  the  ones  with  the  politial  clout  to  make  things 
happen,"  Pat  Foley  says.  "When  they  made  alls  to  Trenton  and 
Washington,  people  couldn't  get  over  the  fact  they  were  getting  so 
many  calls  about  Newark  from  the  subuibs."  Having  that  support, 
she  continues,  was  "very  important  and  politically  expedient.  The 
people  who  lived  in  Newark,  because  they  still  hadn't  realized  the 
power  of  their  vote,  wouldn't  have  gotten  anywhere.  But  when 
your  peers  ask  you  why  you  aren't  doing  something,  there's  a 
different  tone." 

"The  suburbanites  knew  the  people  who  had  control,"  Cecilia 
Faulks  agrees.  "I  don't  are  how  much  foresight  and  energy  you 
have,  it's  who  you  know.  And  a  lot  of  these  people  knew  the 
politicians  or  the  powers  that  be.  Just  getting  an  appointment  with 
someone  you  needed  to  see  to  present  your  ase  could  be  difficult. 
That's  where  the  suburbanites  ame  in.  They  could  open  some 
doors  to  get  to  the  right  people  and  convince  them  we  were  a 
determined  group  and  not  just  fly-by-night." 

Against  the  odds.  New  Community  and  its  allies  finally  con- 
vinced housing  officials  in  Trenton  and  Washington  to  relent  and 
allow  it  to  build  six  mid-rise  buildings  with  120  units  of  housing. 
But  even  after  financing  and  the  necessary  government  approvals 
were  obtained.  New  Community  still  had  trouble  finding  contrac- 
tors willing  to  work  in  Newark,  a  city  they  perceived  as  risky 
because  of  crime  and  vandalism.  Ground  for  the  $4.5  million  New- 
Community  Homes  projea  was  finally  broken  in  Oaober  1973.  It 
had  taken  more  than  five  long  years  to  turn  the  first  spades  of  soil 
on  the  site. 

People  moved  into  New  Community's  first  homes  in  Oaober 
1975.  Today  there  are  six  five-story  buildings  on  the  site.  Every 
apartment  has  an  entrance  fronting  on  an  elevated  sidewalk.  Four 
of  the  buildings  surround  the  complex's  courtyard,  which  is  still  a 
safe  common  area  eighteen  years  later  The  two  other  buildings 
fotiTi  a  wing  off  the  courtyard.  In  1984  the  projea  was  converted 
from  a  co-op  to  rental  housing. 

"The  biggest  nish  of  hope  for  me  was  when  NCC  broke  ground 
for  the  first  development  in  1973  right  on  the  spot  where  houses 
had  been  burned  down,  and  there  was  just  an  open  field,"  Cecilia 
Faulks  says.  "There  was  a  sense  of  excitement  that  something  was 
going  to  come  up  out  of  the  ashes  in  the  neighborhood,  the  sense 
that  something  could  happen,  that  the  neighborhood  could  be 
revived.  That  was  a  turning  point,  and  people  saw  New  Community 
was  determined." 

As  the  projea  began  taking  shape  on  the  constnjciion  site,  an 
elderly  woman  who  lived  nearby  began  phoning  Cecilia  Faulks, 
asking  when  they'd  be  finished.  "She'd  call  every  week,  and  she 
was  determined  one  of  those  apartments  was  going  to  be  hers," 


Faulks  recalls,  noting  that  tenants  needed  a  $600  down  payment  to 
move  into  the  co-op.  "She  didn't  have  the  money,"  Faulks 
continues,  "and  I  Uied  telling  her  she  needed  it.  All  she  wanted  to 
know  was  when  she  could  move  in.  She  didn't  understand  about 
the  money." 

What  Cecilia  Faulks  did  to  help  this  elderly  neighbor  realize  her 
dream  says  everything  about  New  Community  and  the  special  spirit 
and  generosity  of  its  people.  "I  lent  her  the  money,"  she  says,  giving 
no  indication  she  thinks  she  did  anything  out  of  the  ordinary.  "That 
apartment  was  going  to  be  her  salvation.  For  once  in  her  life  she 
was  going  to  live  in  a  new  apartment  that  someone  else  had  never 
lived  in.  She'd  call  all  the  time  How  are  you  going  to  tell  this  lady 
she  can't  move'  I  couldn't  tell  her.  She  came  every  two  weeks  with 
ten  or  twenty  dollars  to  pay  me  back.  She  seemed  to  have  this 
dream." 

To  hear  Cecilia  Faulks  tell  the  story,  her  kindness  was  routine 
and  unremarkable.  "1  did  what  1  had  to  do,"  she  says.  "If  1  didn't, 
she  was  just  going  to  sit  there  in  that  chair  forever." 

Schooled  in  the  allous  world  of  public  housing,  where 
buildings  deteriorated  and  a  handful  of  problem  tenants  terrorized 
law-abiding  residents.  New  Community's  people  were  determined 
to  keep  a  tight  grip  on  their  housing  to  ensure  its  livability.  Board 
members  and  their  families  moved  into  the  new  homes.  Repairs 
had  to  be  made  within  24  hours.  Apartments  could  be  inspeaed 
without  notice,  and  tenants  were  arefully  screened. 

"New  Community  is  for  people  who  want  to  live  decently," 
Mary  Smith  explains.  "If  you  want  to  live  like  a  pig,  we're  going  to 
kick  you  out,  and  you  can  go  live  like  a  pig  in  the  substandard 
housing  you  ame  out  of  We  don't  allow  the  5  percent  who  cause 
trouble  to  destroy  it.  Decent  housing  isn't  for  everyone  right  now. 
NCC's  homes  are  for  people  who  want  safe,  attractive  housing.  The 
ones  who  aren't  ready  can't  live  in  New  Community.  The  city  can 
build  housing  for  them.  We  can't.  We're  not  going  to  give  to  people 
who  are  going  to  destroy  the  place.  1  feel  sorry  for  the  people,  but 
not  sorry  enough  to  put  them  in  our  housing.  It  makes  no  sense  to 
put  someone  in  who's  going  to  put  holes  in  doors  and  throw  trash 
in  the  streets.  Leave  them  where  they're  at.  Maybe  someday  society 
an  help  them.  But  we  can't.  I  rehise  to  let  what  happened  to  public 
housing  happen  to  New  Community." 


vr 


375 


BRANCHING  OUT 


On  duty  at  Sl  Joseph's  Pbza,  ORicer  Roy  litde  is  pan  (rf  th«  nearly  100- 
nwflibtr  NCC  Security  Force  that  patrols  the  properties  and  make  the  area 
safer  for  residents  and  non-residents  alike. 


VERYONE  WAS  TEMPTED  TO  BREATH  A  DEEP  SIGH  OF 

relief  when  New  Community  Homes  was  finished,  if 
only  because  the  most  difficult  period  in  New 
Community's  history  had  finally  drawn  to  a  close.  "The 
worst  time  was  between  1968  and  1975  when  we  didn't 
much  to  offer,  and  everything  was  taking  so  long,"  Father 
lys.  'We  were  trying  to  maintain  some  aaivity  and  hold 
)gether  as  a  unit.  From  1973  onward  we  were  busy  writing 
iks  and  diat  type  of  stuff ,  But  there  were  a  few  years  when 
fficult  to  keep  people  involved," 

Once  the  projea  was  com- 
pleted, New  Community's  mem- 
bers concluded  they'd  finished 
only  one  of  many  phases  of  the 
kind  of  housing  development  the 
Central  Ward  so  desperately 
needed.  A  lot  of  community  groups 
build  one  project  and  .stop.  New 
Community  kept  going.  Having 
acquired  their  skills  the  hard  way, 
and  having  won  respect  from  busi- 
ness people  and  politicians  alike, 
no  one  in  the  organization  was 
jbout  to  stop. 

New  Community's  onginal  fo- 
cus on  building  homes  ame  about 
because  of  the  Central  Ward's 
acute  need  for  decent  housing.  As 
discussions  started  about  the  kind 
of  project  New  Community  should 
tackle  next,  the  talk  shifted  to  the 
needs  of  the  Central  Ward's  many  elderly  residents.  "Every  project 
we  did  ame  about  not  through  our  own  ambition  but  because  of 
a  need  that  had  been  expressed,"  says  Arthur  L  Wilson,  New 
Community's  president  and  the  principal  of  St.  Rose  of  Lima  School. 
"It  was  the  pits  around  here." 

That  philosophy  of  responding  to  community  needs  has 
pushed  New  Community  to  undertake  an  array  of  projects  and 
provide  services  that  none  of  its  founders  envisioned  in  the  late 
1960s  and  eariy  1970s  when  they  focused  exclusively  on  the 
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emergency  need  for  decent  housing  "We  do  things  here  we  didn't 
want  to  do  initially,"  Monsignor  Under  says.  "The  nursing  home 
came  out  of  our  tenant  groups.  We  didn't  want  to  do  anything  in 
health  care  and  now  that's  a  major  component.  We've  always  tried 
to  do  a  lot  of  things  with  participation.  That's  where  the  power  is." 
New  Community's  decision  to  build  housing  for  senior  citizens 
helped  meet  another  critical  need  in  the  Central  Ward,  and  it 
avoided  some  of  the  battles  diat  slowed  the  New  Community 
Homes  projen.  As  it  turned  out,  constructing  a  senior  citizen 
building  was  simpler  than  multi-family  housing.  Senior  citizens  can 
live  in  high-rises  without 
the  problems  experienced 
by  young  families;  as  a 
result,  New  Community 
was  able  to  avoid  the 
higher  costs  of  low-rise 
buildings. 

New  Community  As- 
sociates, the  group's  sec- 
ond project,  was  an  $8.8 
million  undertaking  with 
225  units  of  housing  for 
senior  citizens.  In  January 
1975,  New  Community  ob- 
tained seed  money  from 
New  Jersey  to  buy  land  for 
the  development.  Ground 
was  broken  in  January 
1977.  That  same  year,  work 
started  on  New  Commu- 
nity Roseville,  the  group's 
third  project.  This  100-unit 

development  for  senior  citizens  involved  renovating  a  shuttered 
senior  citizen  facility  that  had  been  mn  by  the  Little  Sisters  of  the 
Poor,  a  Catholic  order  of  nuns,  it  was  also  New  Community's  first 
move  beyond  the  45  acres  identified  in  Father  Linder's  original 
plan. 

New  Community  had  been  accustomed  to  proceeding  at  a 
snail's  pace,  thanks  to  the  bureaucratic  obstacles  strewn  in  its  path 
and  the  need  for  meticulous  negotiation  every  step  of  the  way. 
Now,  however,  things  started  moving  rapidly.  By  November  1978 
ground  was  broken  for  a  fourth  project,  New  Community  Com- 
mons, a  $20.7  million  undertaking  with  375  units  of  housing — 222 
high-rise  units  for  senior  citizens  and  153  townhouses  for  low- 
income  families.  New  Community  also  obtained  the  old  aban- 
doned Douglas  Hotel,  a  venerable  building  that  sat  sadly  decaying 
near  City  Hall  downtown.  New  Community  obtained  the  title  to  the 
building  with  the  Newark  Housing  Authority's  help,  and  work 
began  on  this  $6.2  million,  135-unit  senior  citizen  project. 

Ever  adaptable.  New  Community  enlarged  its  focus  far  beyond 


its  original  Central  Ward  base  by  taking  on  the  Douglas  Hotel 
project.  "After  we  did  the  Douglas  Hotel,  we  started  to  say  we're 
more  than  the  Central  Ward  now,"  Monsignor  Linder  explains.  "We 
wouldn't  just  be  in  one  part  of  the  city." 

Just  as  New  Community's  housing  for  families  was  a  departure 
from  the  norm  in  form  and  process,  so  was  the  group's  stria 
procedures  for  tenant  selection  and  physical  maintenance.  Its 
senior  citizens'  buildings  are  far  from  average  too.  The  senior 
buildings  are  really  old-fashioned  neighborhoods  where  neigh- 
bors look  after  each  other  while  New  Community  provides  an 

assortment  of  ser- 
vices that  allow 
residents  to  main- 
tain their  inde- 
pendence and 
dignity.  In  addi- 
tion to  New 
Community's 
first-rate  security, 
all  the  senior 
buildings  have 
floor  captains  as- 
signed to  keep 
tabs  on  their 
neighbors.  "If  you 
don't  see  a  per- 
son, you  inquire 
about  them,  "says 
Ruby  Dawson, 
who  is  71  and  has 
lived  in  Newark 
for  65  years.  She 
still  goes  out  to  do  grocery  shopping  for  some  of  her  neighbors  who 
are  ill  or  confined  to  their  homes,  even  though  she  herself  uses 
crutches  to  get  around.  "If  you  see  a  person's  paper  is  still  outside, 
you  check  out  that  neighbor,"  she  says.  "Sometimes  they're  in  there 
ill.  Other  times  they've  slept  late.  We  shop  for  some  neighbors  who 
an't  make  it.  I  do  that  with  my  sister  for  three  or  four  people  who 
can't  get  out  or  are  quite  ill.  If  you  can  still  get  around,  you  can  help 
someone  else." 

By  the  late  1970s,  New  Community  hadwon  respect  by  building 
quality  projeas  and  sticking  to  its  guns,  but  its  projects  still  weren't 
necessarily  any  easier  to  build.  The  logistical  and  bureaucratic 
snags  remained,  even  on  the  later  projects.  New  Community- 
discovered  that,  as  it  became  more  successful  and  assumed  a 
higher  profile  in  Newark,  it  was  beginning  to  accumulate  oppo- 
nents jealous  of  its  sophistication  and  growth. 

"We  used  to  have  friends,  but  as  we  grew,  we  realized  more  and 
more  fights  and  confrontations  because  people  had  their  own 
agendas,"  explains  Art  Wilson,  a  Tampa  native  who  moved  to 


Madge  Wilson,  lomner  manager  of  the  NCC  Associates  building,  conducts  a  voter  registration  drive  for 
seniors  in  the  lobby  of  180  South  Orange  Avenue. 
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Newark  in  1963  and  lived  in  Scudder  Homes  for  a  time.  "We  don't 
do  favors,  so  to  speak,  and  we're  highly  visible.  People  just  think 
we've  got  money.  They  think  somebody  is  getting  rich.  But  it's  not 
that  kind  of  board  or  organization.  Some  people  just  don't 
understand  that." 

"There  are  a  few  people — black  people  and  politicians — who 
believe  that  we  are  large  enough,"  Joe  Chaneyfield  says  "But, 
who's  to  say  how  large  an  individual  builds  a  company?  You  build 
by  working  hard  for  the  growth,  and  that's  what  we've  consistendy 
done.  We  worked  hard.  We  stuck  together,  and  we  just  believed 
in  what  we  were  doing.  And  it  wasn't  for  financial  gain  for  any  of 
us.  We  were  just  working  to  do  something  positive. ...  Then  they 
say  you're  big  enough  and  done  enough  so  don't  do  anymore. 
That's  what  the  politicians  have  done,  and  there's  a  faction  that's 
just  plain  jealous.  They  say  diat  the  only  reason  they  get  it  is 
because  of  that  white  priest.  Well  if  you  feel  that  way,  why  don't 
you  hire  some  white  pnesl'  If  that's  what  it's  about,  then  hire 
yourself  somebody  white  and  see  if  you  get  the  same  result.  It's  just 


that  everybody  worfis  harder  here." 

Ground  was  broken  in  April  1980  for  New  Community  Gardens, 
a  unique  projea  combuiing  77  townhouse  homes  for  families,  80 
apartments  for  senior  citizens  and  80  units  for  die  non-elderiy 
handicapped.  Housing  for  the  handiapped  was  included  in  the 
project  beause  New  Community's  members  had  noticed  that  more 
and  more  applications  were  coming  in  for  housing  from  handi- 
capped persons  who  weren't  old  enough  to  be  eligible  for  senior 
citizen  housing. 

Other  housing  projects  followed.  The  Manor  project,  330  units 
of  housing  at  a  cost  of  $23  million,  was  begun  in  January  1982, 
again  mixing  low-nse  housing  for  families  and  a  high-rise  for  senior 
citizens.  In  July  1983,  New  Community  acquired  the  Douglass- 
Harrison  apartments — a  735-unit  comple.\  owned  by  The  Pruden- 
tial Insurance  Company  of  America  —  for  $1  and  took  over  the 
pnsject's  management.  New  Community  did  some  renovation 
work  on  the  project,  then  placed  its  own  security  forces  and 
management,  maintenance  and  janitorial  staffs  on  the  site. 
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SELF  CONIKOL 
AND  NEVER 
ACCEPT  'NO' 


S  NEW  COMMUNnrS  PROJECTS  STARTED  MOVING 

faster,  the  ramifiations  of  its  decision  to 
handle  virtually  aU  of  its  needs  —  from 
management  and  maintenance  to  land- 
scaping and  security  —  were  becoming 
clear.  Early  on,  the  group's  leaders  had  concluded 
that  rather  than  looking  outside  for  services,  it  would  provide  every 
practical  service  from  within.  There  were  advantages  to  the 
strategy.  It  would  be  neariy  impossible  to  fmd  any  outside 
contractors  to  perfoim  work  more 
carefully  and  conscientiously  than 
NCC's  own  staff  And  New  Commu- 
nity would  become  a  big  employer 
of  the  poor  Central  Ward  residents  it 
someday  hoped  to  see  in  the  middle 
class. 

In  the  early  1970s,  New  Commu- 
nity had  hired  outside  security  for  its 
housing  projects,  but  it  quickly  be- 
came clear  that  the  security  guards 
weren't  meeting  New  Community's 
standards.  The  group  began  devel- 
oping, training  and  hiring  its  own 
security  force.  Likewise,  New  Com- 
munity decided  to  manage  its  own 
projects  even  though  state  and  fed- 
eral officials  preferred  outside  man- 
agers. 

Although  New  Community's 
employees  didn't  originally  have  the  techniai  skills  to  handle 
many  of  the  maintenance  and  management  issues,  the  group 
decided  that  it  would  only  bring  in  outside  assistance  when 
absolutely  necessary.  Meanwhile,  NCC  would  make  a  big  effort  to 
develop  its  own  in-house  management,  security  and  maintenance 
talent 

A  ceaseless  dedication  to  self<ontrol  was  one  part  of  the  NCC 
philosophy  The  other  was  empowering  Central  Ward  residents  by 
hiring  and  training  them  for  jobs.  "Anyone  can  go  to  college  and 
get  a  degree,"  Madge  Wilson  says  "Father  Linder's  philosophy  is 


Director  of  NurjQ  Sisttf  Danielle  Brought,  ABC.  listtns  to  OK  of  the  180 
frail,  ddertjf  patitnts  al  NCCs  Extended  Can  Facility. 
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that  if  you  give  a  man  a  fish,  you  feed  him  for  one  day^  If  you  teach 
him  how  to  fish,  you  feed  him  for  a  lifetime.  He  took  people  out 
of  the  community,  and  if  they  could  read  and  write  and  talk 
intelLgently,  they  could  be  trained  for  a  job.  He  sent  a  group  of  us 
to  management  training  courses.  No  one  had  any  college  degrees 
or  anything." 

Madge  Wilson's  dedication  is  apparent  from  a  schedule  that 
would  lead  some  people  to  collapse  from  sheer  exhaustion.  Every 
day,  she  runs  the  New  Beginnings  Spa  and  Wellness  Center  at  St. 
Joseph's  Plaza  until  1 1 :30  a.m.  Then  she  shifts  gears  to  become  the 
Priory  Restaurant's  host- 
ess until  3  p.m.,  when 
she  returns  to  the  spa 
until  5:30  p.m.  Then  in- 
stead of  calling  it  a  day, 
she  keeps  working  on 
New  Community  activi- 
ties most  nights  until 
10:30.  "It's  a  rat  race  but 
I  really  enjoy  it,"  she  says. 

"Each  person,  what- 
ever expertise  you  had 
—sewing,  typing,  cook- 
ing, baking  —  whatever 
gift  God  gave  you  is  what 
we  used,"  Ruby  Dawson 
explains.  "We  didn't  have 
law  degrees  and  all  the 
books  to  refer  to  It  was 
just  doing  the  right  thing, 
being  dediated,  caring 
and  loving  and  helping  someone  to  help  themselves." 

In  addition  to  managing  all  of  its  projects,  New  Community 
today  employs  50  building  maintenance  workers,  primarily  New- 
ark residents,  who  provide  carpentry,  plumbing,  landscaping,  and 
other  services  while  generally  maintaining  NCC's  developments. 
New  Community  also  has  a  100-peison  security  force  and  90  food 
service  workers. 

"I  don't  see  people  on  public  assistance  who  really  want  to  be 
there,"  Joe  Chaneyfield  says.  "Most  of  them  don't  want  to  be  there, 
but  they  may  not  have  the  skills  to  do  basic  things.  We  did 
somelJung  different  and  trained  people.  And  some  have  gone  on 
to  bigger  things, ...  We  still  try  to  make  sure  that  somebody's  life 
is  better  than  it  might  have  been."  New  Community's  security 
officers  have  become  police  and  corrections  officers.  Its  home 
health  aides  have  moved  on  to  become  nurses.  Child-care  workers 
have  become  certified  teachers.  Community  workers  have  become 
social  workers,  and  clerks  have  become  store  managers. 


Th«  Aduh  Htdlcal  Day  Care  Program  brings  60  people  together  each  weHnb/  (or 
companionship  and  mentally  stimulating  activities  at  the  Extended  Care  Fadllty. 


All  of  this  has  only  intensified  the  fierce  sense  of  pride  and 
ownership  that  residents  feel  about  New  Community  and  its 
projects,  even  as  the  group  has  expanded  to  become  a  veritable 
multi-service,  multi-faceted  corporation.  "NCC  is  a  multi-million- 
dollar  organization  that's  like  a  mom  and  pop  store,"  says  Florence 
Williams,  New  Community's  Director  of  Human  Services.  "Thai's 
why  it  is  what  it  is.  .My  phone  rings,  and  Joe  Chaneyfield  says,  'I  saw 
the  kids  doing  this,  and  why  isn't  our  youth  program  doing 
something?'  Or,  The  shrubs  need  to  be  cut.'  This  man  lives  here. 
He  feels  real  ownership  of  this  organization." 

As  New  Community 
has  grown,  it  has  be- 
come harder  to  instill 
values  in  people  "who 
haven't  been  through 
fire  the  way  we  have," 
PatFoley  admits,  "Still," 
she  says,  "if  you  think 
it's  just  a  job,  you  don't 
last  Father  Under  has 
been  able  to  delegate 
authority.  He's  wonder- 
ful at  searching  out  tal- 
ented people  who  may 
not  even  know  they 
have  a  talenL  As  people 
come  aboard,  they're 
looked  at  to  see  what 
attitude  they  have  to- 
ward people  and  the 
pcwr.  Dignity  is  tremen- 
dously important,  if  you  don't  treat  people  with  dignity,  you  don't 
last  here.  That's  what  we're  all  about.  And  there's  nothing  personal 
about  it.  No  one  is  looking  for  any  glory.  If  you  are,  you're  in  the 
wrong  place.  You  don't  get  it.  When  something's  done,  you  just  get 
another  job  handed  to  you." 

One  basic  rule  of  life  at  New  Community  —  possibly  the  one 
most  responsible  for  its  success  —  still  comes  through  loud  and 
clear:  Never  ever  take  "no"  for  an  answer  "I  remember  Father 
Under  telling  me  one  of  his  basic  philosophies  in  one  of  my  eariy 
conversations  with  him,"  Ray  Codey  realls,  "Don't  accept  a  'no' 
from  somebody  who  can't  give  you  a  'yes.'  Keep  going  until  you 
get  to  the  highest  level.  If  the  loan  officer  says  'no,'  go  to  his  boss. 
If  that  person  says  'no,'  go  to  the  president.  If  the  president  turns 
you  down,  go  to  the  board.  Just  keep  going  up '  It's  a  subtle  way 
of  saying  that  our  position  is  in  the  right.  Whatever  needs  to  happen 
is  the  way  it's  got  to  be." 
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FROM  ST.  JOSEPH'S 
PLAZA  TO  THE 
SUPERMARKET 


NCE,  WHEN  THE  CENTRAL  WARD  TEEMED 

with  people  and  activity,  the  handsome 
gothic  St.  Joseph's  Church  had  been  a  center  of 
the  community,  a  thriving  parish.  But  Hke  the 
neighborhood  it  served,  St.  Joseph's  had  fallen  on 
hard  times,  and  its  parishioners  had  scattered  to  the  winds. 
Thechurch  had  been  sadly  abandoned.  However,  New  Community's 
people  had  a  more  dignified  future  in  mind  for  the  venerable  old 
building. 

Thousands  of  people  worked  in  the 
nearby  academic  complex.  Countless 
neighborhood  residents  still  needed  jobs 
And  St.  Joseph's  seemed  to  New  Com- 
munity a  perfect  place  for  a  commercial 
building  that  would  be  both  functional 
and  distinctive  in  its  beauty. 

Unfortunately,  financial  institutions 
didn't  share  New  Community's  enthusi- 
asm for  converting  the  old  church  into 
a  mixed-use  commercial  structure  that 
would  provide  the  neighborhood  with 
a  desperately  needed  amenity  and  cre- 
ate more  jobs  for  residents  When  New 
Jersey's  largest  bank  declined  to  pro- 
vide financing,  New  Community's 
people  did  what  they'd  learned  to  do 
best.  They  refused  to  give  up  and  im- 
provised instead.  NCC  asked  the  gover- 
nor to  allow  several  financial  escrows 
existing  in  the  group's  housing  developments  to  be  used  for  the  St. 
Joseph's  project.  He  agreed,  and  a  $11  million  mortgage  was 
produced. 

Work  on  transforming  the  historic  old  church  began  in  August 
1983  and  was  completed  a  year-and-a-half  later  Today  St.  Joseph's 
Plaza  is  a  $2.5  million,  24,000  square-foot  complex  with  a  central 
atnum  surrounded  by  offices,  a  grand,  winding  wooden  staircase 
and  a  glass  elevator  running  from  the  basement  to  the  top  floor. 
Since  there  wasn't  much  early  interest  in  renting  space  there,  New 
Community  used  the  complex  to  house  its  corporate  offices  and  its 


Sl  jouph's  Plaa  now  strvts  as  NCCs  headquarter?  and  also  houses  two 
restaurants,  a  spa  and  a  walk-in  health  center. 
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new  for-profit  enterprises. 
Babyland,  which  was  already 
serving  1,100  meals  a  day  in 
its  day-care  facilities  and  in 
other  programs,  took  over  staff 
training  and  initial  manage- 
ment of  the  Priory  Restaurant 
and  Sandwich  Shop.  NCC  and 
Babyland  offered  the  New  Be- 
ginnings Spa  &  Wellness  Cen- 
ter to  employees  as  a  health 
benefit.  New  Community's 
Federal  Credit  Union  helped 
finance  the  Priory  Restaurant, 


The  Atrium  of  the  Pnory  Restaurant  features  a  popular  buffet  lunch  each  weekday,  as 
well  as  table  service  in  the  Sandwich  Shop  and  the  restaurant 


Space  was  reserved  for  a  con 

ference  facility,  and  New  Community's  Walk-in  Health  Center  with 
a  group  medical  practice  from  United  Hospitals  Medical  Center 
found  ideal  office  space  there.  The  project  ultimately  created  about 
75  permanent  new  jobs  for  Central  Ward  residents. 

Handsome,  visible  and  successful,  St.  Joseph's  Plaza  was  the 
first  of  New  Community's  major  economic  development  projects. 
It  provided  hundreds  of  jobs  for  residents  and  a  desperately  needed 
infusion  of  economic  growth  for  the  Central  Ward.  A  long  string  of 
developments  soon  followed.  By  April  1984,  hard  hats  were 
excavating  to  lay  the  foundation  for  New  Community's  Extended 
Care  Facility  —  an  $11  million,  180-bed  nursing  home  with  60 
medical  day-care  slots  for  the  elderly. 

The  nursing  home  business  wasn't  part  of  the  original  20-year 
plan,  but  a  pile  of  requests  from  senior  citizens  living  in  New 
Community's  housing  for  a  local  health-care  facility,  plus  the 
potential  for  job  creation,  prompted  action.  Once  again,  securing 
the  financing  was  difficult,  despite  New  Community's  proven  track 
record.  The  money  only  came  togetfier,  in  faa,  because  represen- 
tatives from  HUD  and  the  New  Jersey  Health  Care  Facilities 
Authority  believed  in  the 

project's  intrinsic  value  to  the    ^  conversion  of  St  Joseph's  Plau  retained  the  gothic  flavor  of  the  original 
community      and      New    building  while  adding  24,000  square  feet  of  commercial  space. 

Community's  ability  to  handle 
it.  When  it  opened,  the  Ex- 
tended Care  Facility  created 
another  200  jobs  for  commu- 
nity residents. 

New  Community's  next  de- 
velopment projea  is  its  most 
important  to  date:  a  Pathmark 
supermarket  that  draws  50,000 
customers  a  week,  tuns  20 
percent  ahead  of  projections 
set  before  its  opening,  and 
turns  a  neat  profit. 


The  store  is  the  kind  of 
amenity  that  most  Americans 
take  for  granted,  but  for  the 
Central  Ward,  desperately  in 
need  of  a  market  since  the 
last  supermarket  chains  de- 
serted the  area  follow-ing  the 
1967  summer  disturbances,  it 
has  been  little  short  of  a 
miracle.  Before  its  opening, 
the  55,000  area  residents  had 
to  take  several  buses  to  dis- 
tant parts  of  Newark,  or  drive 
beyond  the  city  limits  to  ob- 
tain the  quality  foods  (at  rea- 
sonable prices)  offered  in  abundance  by  suburban  supermarkets. 
Ruby  Dawson  speaks  for  every  Central  Ward  resident  when  she 
describes  her  neighborhood's  plight  "There  was  lovely  housing. 
There  were  all  of  the  health  and  transportation  services  you 
needed.  But  you  had  nowhere  locally  to  shop  if  you  wanted  to  shop 
for  groceries.  We  fought  for  many  years  to  acquire  an  adequate 
space  for  a  shopping  center.  It  seems  like  everything  that  could  fall 
in  our  way  was  falling,  but  we  didn't  give  up.  We  persevered.  We 
would  not  rest  or  stand  still.  We  spoke  with  one  voice  and  as  one 
people.  Now,  the  Pathmark  is  a  beautiful  structure.  It  has  courteous 
personnel.  Security  is  there.' 

New  Community's  breakthrough  came  by  reaching  an  agree- 
ment with  Supermarkets  General  to  build  in  the  Central  Ward.  New 
Community  owns  two-thirds  of  the  joint-ventore  market,  which  is 
operated  under  a  management  agreement  with  Pathmark  assuring 
that  the  facility  will  be  run  like  any  other  supermarket  in  the  chain. 

The  market,  which  opened  its  doors  in  July  1990,  has  48,000 

square  feet  and  15  aisles.  There  are  another  13,000  square  feet  of 

retail  space  in  the  shopping  center  for  other  businesses.  New 

Community  operates  a  grocery 


van  delivery  senice  that  trans- 
ports senior  citizens  and  other 
residents  to  and  from  the  mar- 
ket for  a  nominal  fee.  The  store 
has  turned  out  to  be  one  of 
Pathmaik's  most  profitable  fa- 
cilities on  the  entire  East  Coast. 

While  stereotypes  say  in- 
ner<ity  consumers  prefer  soft 
drinks,  junk  food  and  high-fat 
meats,  Pathmatk's  experience 
at  this  store  shatters  the  myth. 
Customer  surveys  reveal  that 
the  market's  handsome  fresh 
produce  depanment  is  most 
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NCC  Pathmark  provides  jobs  for  200  individuals,  mostly  Nevrark 
residents,  in  its  store  at  South  Orange  Avenue  and  Bergen  Street 


popular,  and  the  fish  departmeni 
is  second.  Central  Ward  residents, 
relieved  of  having  to  buy  grocer- 
ies at  high-priced  convenience 
stores,  or  taking  buses  and  taxis  to 
suburban  markets,  are  saving  a 
stunning  38  percent  on  grocery- 
bills,  according  to  a  local  survey. 
While  the  $l6  million  mall  was 
ultimately  financed  with  a  $1.5 
million  Urban  Development  Ac- 
tion Grant,  a  $1.3  million  state 
development  loan,  $300,000  in 
Community  Development  Block 
Grant  funds,  a  bank  construction 

loan  and  a  mortgage  from  The  Prudential,  gaining  city  approval  to 
build  was  difficult.  Studies  for  the  mariiet,  which  included  deter- 
mining the  best  location,  began  10  years  before  the  Pathmark 
opened. 

Even  after  the  financing  was  in 
place,  there  followed  years  of  pitched 
battles  with  City  Hall  about  zoning 
approvals  and  tax  abatements.  At  one 
point.  New  Community  took  the  city 
to  court  to  force  it  to  condemn  some 
of  tl.e  land  for  the  mall.  More  than 
12,000  residents  signed  a  petition  that 
said,  "We  desperately  need  a  high- 
quality  food  supermarket  in  our  com- 
munity so  we  can  properly  provide 
for  the  shopping  needs  of  our  fami- 
lies." 


told  city  officials  how  they  were 
forced  to  pay  su-eet  vendors  a 
dollar  for  a  roll  of  toilet  tissue 
because  there  wasn't  a  store  in  the 
neighborhood.  They  talked  about 
having  to  take  long  bus  rides  just  to 
buy  cleaning  supplies  or  a  book. 
And  they  reminded  city  officials  of 
what  the  Central  Ward  had  been 
like  in  the  days  when  there  had 
been  five  supermarkets  within  five 
blocks,  not  to  mention  delicates- 
sens, bakeries,  butcher  shops  and 
seafood  stores  with  owners  who 
knew  customers  by  name  and 
treated  them  with  simple  dignity.  At  one  time,  that  retail  base  had 
created  a  tnie  sense  of  community  in  the  Central  Ward.  When  they 
pleaded  before  the  City  Council  and  the  recalcitrant  Newark  Board 
of  Adjustment,  residents  explained 
it  was  that  sense  of  community  that 
they  wanted  restored. 

Ray  Codey  remembers  the  scene: 
"The  night  of  the  supermaricet  deal, 
the  Planning  Board  was  giving  us  a 
hard  time.  We  had  serious  time 
problems  with  lenders.  Monsignor 
said  he'd  turn  out  hundreds  of  people 
for  the  meeting.  So  when  the  board 
files  in,  our  people  suddenly  start 
streaming  into  the  City  Council  cham- 
ber We  had  500  people  in  there 
with  signs.  Some  of  them  were  in 


Bill  Simmons,  store  manager,  speaks  with  a  Qjsto    -       ?   esh 
produce  section  that  is  one  of  the  Pathmark's  most  popular 
departments. 

Pat  Foley,  editor  of  New  Community's  newspaper,  the  NCC  wheelchairs.  We  were  the  seventh  item  on  their  agenda,  and  diere 
Clarion,  wrote  about  how  the  project  was  blocked  by  a  man  who  *^  ^^^  ^"'"^  ^^^  '^^t  in  the  house,  with  more  senior  citizens  in 
owned  a  rundown  sandwich  shop  and  "an  eyesore  of  a  liquor  "heelchaits  out  in  the  hall.  It  was  hke  the  scene  in  To  Kill  A 
store.'  She  wrote,  "We  will  not 

The  pride  of  the  Neighborhood  Shopping  Center  is  the  NCC  Pathmark 

supermarket,  which  has  brought  accessible,  quality  food  supplies  bad( 

to  the  Central  Ward. 


stop  fighting  for  a  better  life,  for 
anything  worth  having  is  worth 
the  effort  it  takes  to  get  it" 

Today  New  Community's  mem  ■ 
bers  gleehiUy  describe  the  unre 
lenting  pressure  they  placed  on 
the  city  government  and  the  way 
they  packed  a  City  Hall  meeting 
where  residents  spoke  out  about 
the  desperate  need  for  a  super- 
mari(et  in  their  neighborhood.  They 
ame  by  the  busload  and  jammed 
the  City  Council  chambers  and 
zoning  board  meetings  Residents 


Mockingbird,  wheteGregoryPeck 
walks  out  of  the  courtroom  into 
the  mob.  The  board  moved  us  to 
number  one  on  the  agenda,  and 
the  projea  went  through  unani- 
mously. Just  an  hour  earlier  they 
were  saying  they  had  concerns 
about  it." 

When  the  unanimous  decision 
in  favor  of  the  Pathmark  project 
was  announced,  the  CTowd  couldn't 
be  contained  Something  as  simple 
as  getting  public  approval  to  build 
a  supemiaritet  prompted  the  crowd 
to  hug,  kiss,  laugh  and  ciy. 
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BATHES  FOR 
BABYLAND 


SoMad  Alston,  th«  Pediatric  Nurst  Ptactitiontr  at 
Bal)]rland,  ensures  that  all  diildrtn  in  the  six  centers 
receive  physicals  and  art  up-to-date  on  vaccinations. 


OlEDAD  ALSTON  IS  ONE  OF  THOSE  PEOPLE 

who  speaks  with  a  quiet  authority  that  belies  a 

burning  inner  fire  to  niake  sure  that  things  are  set  right. 

Her  passion  is  the  children  of  the  Central  Ward.  Sitting  in  New 

Community's  offices  amidst  the  stained  glass  of  the  renovated  Sl 

Joseph's  Church,  she  is  subdued  and  intense  as  she  talks  about 

everything  that  Babyland  Nursery  provides  for  the  children  it  cares 

for  —  from  immunizations  to  nutrition  —  and  how 

many  needs  remain  because  of  the  poverty  so  many 

of  the  infants  are  bom  into. 

'The  children  in  Babyland  are  receiving  the  kind 
of  health  care  that  children  in  the  suburbs  get,"  Alston 
says  softly.  "We'd  like  to  see  all  the  children  and 
families  here  at  Babyland  at  par  in  health  services  widi 
all  the  richest  and  most  affluent  families." 

While  so  many  neighborhood  residents  have  ben- 
efited from  New  Community's  facilities  and  services  in 
the  last  25  years,  no  group  within  the  Central  Ward  has 
been  touched  more  than  the  children  who  receive 
some  of  the  nation's  fmest  day  are  at  Babyland. 

New  Community's  Babyland  Nursery  was  a  na- 
tional trailblazer  when  it  began  providing  day  care  to 
the  children  of  the  Central  Ward's  young  mothers  in 
the  late  1960s.  It  was  New  Jersey's  first  non-profit, 
interracial  day-care  center  for  children  from  2  1/2 
months  to  5  years  old.  And  it  has  remained  at  the 
forefront  ever  since,  providing  an  array  of  services 
from  health  are  to  early  education. 

Today,  Babyland  ares  for  some  640  children  in  six 
different  centers.  One  facihty  provides  day  care  for  children  of  the 
homeless  families  who  live  in  Harmony  House.  Some  70  children 
are  (Mrt  of  a  special  program  for  the  victims  of  child  abuse.  There's 
a  center  for  children  infeaed  with  HW  —  a  serious  problem  in 
inner-city  Newark  —  as  well  as  a  parent-child  center  for  teen-age 
mothers  and  their  toddlers. 

For  the  last  25  years,  Babyland  has  tackled  the  intertwined 
issues  of  child  are,  eduation  and  employment,  striving  to  give 
young  parents  a  chance  to  finish  their  education  or  simply  attain 
the  peace  of  mind  they  need  to  enter  the  job  maAet  successfiilly. 
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Mary  Smith,  who  founded  Babyland,  understood  that  the 
hundreds  of  mothers  in  her  neighborhood  required  day  care  if  they 
were  going  to  hold  down  a  job.  She  started  talking  with  her 
suburban  counterparts  about  the  jobs  in  the  Central  Ward  that 
residents  needed  and  the  obstacles  they  faced  in  finding  day  care 
for  their  children. 

"One  of  the  gals  ame  to  me  and  said,  'You're  talking  about  the 
need  for  jobs  for  your  people,"  she  remembers,  noting  her  own 
convirtion  that  Central  Ward  residents  wanted  to  woric.  Jobs  would 
then  help  them  get  access  to  health  are  and  housing. 

"I  saw  the  key  as  a  decent  job,  paying  a  decent  salary,"  she 
continues.  Mary  Smith  also  recognized  that  the  suburbanites  she 
was  meeting  could 
help  Central  Ward 
residents  by  opening 
up  jobs  and  helping 
to  develop  training 
programs,  especially 
because  many  of  their 
husbands  held  promi- 
nent posts  in  many 
prestigious  New  Jer- 
sey firms.  Some  of  the 
women  recognized 
the  potential  for  con- 
nections, too.  One 
woman  told  Mary 
Smith,  "What  you're 
saying  ought  to  be  said 
to  our  husbands,  but 
they're  too  busy.  You 
organize  a  group  of 
women  from  Newark, 
and  we'll  organize 
ourselves  and  go  back 

and  educate  our  husbands."  So  began  a  remarkable  group  called 
Operation  Housewives  that  would  soon  have  15  chapters  around 
New  Jersey. 

Given  the  clout  their  husbands  had  in  the  business  world,  the 
suburban  women  decided  to  channel  their  personal  efforts  and 
some  of  Operation  Housewives'  toward  getting  jobs  for  the  Central 
Ward's  people. 

Maiy  Smith,  however,  also  realized  that  convincing  the  execu- 
tive husbands  to  open  up  decent  jobs  for  Cenu^l  Ward  residents 
was  just  one  part  of  the  puzzle  The  jobs  wouldn't  be  worth  much 
unless  the  young  mothers  who  were  overrepresented  on  Newark's 
welfare  rolls  had  access  to  child  care  during  working  hours.  One 
of  the  biggest  criticisms  of  blacks  in  the  work  force  was  that  they 
weren't  reliable  employees.  And  there  was  a  reason.  There  was  no 
day  care  available.  In  fact  there  wasn't  a  single  day-care  center  in 


Babyland  III  at  200  South  Orange  Avenue  is  a  state-of-the-art  day  are  center  where  almost  200 
infants,  toddlers  and  pre-schoolers  receive  quality  care  eadi  weekday. 


Newark  that  would  accept  children  under  2  1/2  years  of  age,  nor 
was  there  any  infant  day-are  center  in  all  of  New  Jersey. 

Then  as  now,  reliable  child  are  was  an  essential  element  in 
helping  inner-city  women  become  part  of  the  economic  main- 
stream. Operation  Housewives  decided  that  a  safe  day<are  facility 
that  provided  quality  care  was  essential  to  Newaric's  working 
women  if  they  were  to  rejoin  the  work  force. 

"There  are  people  who  want  to  be  independent,  but  if  you  have 
one  or  two  little  ones,  there's  no  place  to  go,"  Ruby  Dawson  says. 
"Babyland  allowed  mothers  to  go  to  work  and  gave  us  all  a  sense 
of  dignity. ..  The  mothers  were  able  to  be  productive  and  get  an 
education  and  get  a  job,  or  if  they  already  had  a  job,  they  could 

work  comfortably.  If 
"_J~  ^  the  children  were 

■8*'       '      *»^-  cared  for,  you  could 

work  twice  as  much. 
You  could  be  self- 
sufficient.  So  we  just 
made  this  happen. 
We  were  the  first 
ones  in  the  city  of 
Newark  who  cared 
for  the  babies  of 
mothers  in  Newark 
who  needed  that 
helping  hand  to  be 
proud  of  themselves 
and  their  accom- 
plishment. It  could 
be  done.  It  had  to 
be  done.  We  could 
make  something  out 
of  nothing." 
Everyone  ac- 
knowledged day  care's  advantages.  It  would  give  women  the 
chance  to  go  to  work  with  peace  of  mind,  knowing  their  children 
were  in  a  safe  environment,  and  it  would  give  the  children  a  head 
start  toward  a  good,  productive  education. 

Coming  from  very  different  backgrounds,  the  white  women 
from  suburbia  and  black  women  from  the  Central  Ward  found  a 
powerful  common  ground  in  pursuit  of  their  shared  goal;  providing 
decent  child  care  for  inner-city  residents.  The  common  issue  was 
the  welfare  of  Newark's  children.  The  common  enemy  would  njm 
out  to  be  a  bureaucracy  that  would  prove  as  big  an  obstacle  on  the 
day-care  issue  as  it  was  with  New  Community's  housing  develop- 
ments. 

"We  found  out  that  starting  infant  day  are  cost  a  lot,"  Mary 
Smith  says.  "We  had  a  cost  estimate  that  said  starting  a  program  for 
40  kids  required  $100,000.  No  way  we  could  come  up  with  that.  In 
Operation  Housewives  the  suburban  women  suggested  doing 
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fund  raising  and  Christmas  baskets,  and  in  two  years  they'd  help 
us  start  a  center.  I  said  no  way.  My  people  an't  wait  two  years  to 
get  jobs.  We're  not  going  to  wail.  We're  going  to  open  it  this  year, 
and  we're  going  to  open  it  for  a  lot  less  than  $100,000. 1  was  so 
adamant  We'll  do  it,  or  I  would  resign  from  Operation  House- 
wives." 

As  persistent  as  a  fully  stoked  locomotive.  Mary  Smith  didn't 
resign .  Instead,  she  found  low-cost  space  where  the  residents  of  the 
Central  Ward  could  start  their  pioneering  day-care  center.  "I 
remembered  that  Scudder  Homes  had  some  nice  basement  space." 
she  says.  "And  one 
thing  I  know  they 
feared  was  suburban- 
ites. If  I  could  go  to 
public  housing  with 
the  suburbanites,  I 
could  get  the  base 
ment  space.  We  went 
When  the  director  of 
public  housing  saw 
these  people  from  the 
suburbs  there,  he  said 
'You  don't  want  base- 
ment space.  ...  How 
about  a  seven-room 
apartment?'  So,  I 
started  talking  about 
the  things  wed  need 
in  this  apartment.  He 
agreed  to  air-condition 
it,  retile  it,  paint  it  for 
us— whatever  colors 

we  wanted.  It  ended  up  that  public  housing  gave  us  everything. 
This  was  the  same  fellow  I'd  been  dealing  with  for  years  and  getting 
nothing  but  double-talk  back.  That  day,  with  the  suburbanites 
sitting  there,  he  agreed  to  everything  we  wanted  and  more." 

Even  with  the  rapid  change  of  heart  on  the  part  of  Newark's 
Public  Housing  Authority,  the  upstart  group  still  needed  money  to 
nin  a  day-care  center.  So,  in  September  1968,  Operation  House- 
wives opened  a  thrift  shop  run  by  Newark  women  and  stocked  by 
suburban  women.  Mary  Smith's  mother,  Inez  Jenkins,  volunteered 
to  manage  the  store,  which  would  provide  gocxi  used  clothing  at 
minimum  charge.  People  from  the  city,  as  well  as  the  suburban 
volunteers,  stopped  at  the  store  to  share  coffee  and  conversation. 
Inez  Jenkins  provided  an  atmosphere  where  people  could  work 
together  while  seriously  discussing  future  projects. 

"It  was  just  caring  people  doing  anything  that  needed  to  be 
done,"  Ruby  Dawson  says.  "Fay  was  out  of  the  question.  You  just 
worked.  You  were  there  to  make  things  happen."  Everyone 
chipped  in  to  make  Babyland  a  reality.  One  Operation  Housewives 


The  participants  in  the  Teen  Partm  Program  can  attend  school  (rte  from  concern  about  their  babies'  care. 
After  class,  they  learn  parenting  skills  at  Babjriand  I. 


member  secured  a  $1,000  loan.  The  New  Jersey  Bell  Telephone 
Pioneers  adopted  Babyland  as  a  community  project  and  donated 
supplies.  Volunteers  of  all  stripes  pitched  in  with  whatever  skills 
they  had  —  from  carpentry  to  electrical  work.  New  Community's 
members,  including  Father  Linder,  did  construction  work  on  the 
new  center.  As  if  to  confound  those  who  said  it  couldn't  be  done, 
the  first  Babyland  Nursery  was  open  by  August  1969. 

"We  did  the  work  ourselves,"  Mary  Smith  says.  "And,  in  a  year, 
the  center  was  open.  It  was  beautiful,  bright  and  cheerful,  with  new 
himiture  Operation  Housewives  helped  us  staff  it. ...  There  were 

all  kinds  of  crazy 
things  we  did.  The 
suburbanites  would 
buy  food  and  make 
casseroles  and  buy 
Pampers.  We  met 
once  a  month,  and 
each  time  people 
would  get  assign- 
ments of  what  they 
needed  to  do." 

Improvisation 
was  the  name  of  the 
game.  One  of  the 
suburbanites  work- 
ing on  Babyland 
knew  Paul  Kearny, 
M.D.,  a  pediatrician 
from  the  wealthy 
suburbof  Short  Hills, 
andanangedforhim 
to  come  to  the  center  on  Wednesdays  to  tend  to  the  children's 
health-care  needs.  Dr.  Kearny  later  became  medical  director  of 
Babyland. 

Ruby  Dawson  recalls  the  attention  to  detail,  the  sweat  and  blood 
that  went  into  building  the  day-care  center.  "Everything  had  to  be 
just  right,"  she  says.  "We  couldn't  do  it  in  a  shoddy  manner.  It  was 
done  with  love  and  care." 

People  such  as  Mary  Smith  and  Madge  Wilson  made  enormous 
sacrifices  to  make  sure  that  Babyland  was  running  properly, 
including  arriving  at  6  a.m.  before  they  went  to  their  regular  jobs, 
and  returning  every  evening  after  work. 

There  wasn't  much  money  for  Babyland.  Thanks  to  bureau- 
cratic obstinacy,  the  day-care  center  didn't  receive  any  state  or 
federal  assistance  until  1973,  but  Babyland  had  something  more 
important  than  public  money:  the  love  andfering  of  dozens  of 
women  bent  on  making  decent,  quality  child  care  available  to  their 
neighbors. 

Babyland  was  an  immediate  success.  The  center's  hours  were 
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from  6  a.m.  to  6  p.m.,  and  the  original  enrollment  of  26  children 
soon  grew  to  40.  Within  a  year,  Babyland's  waiting  list  ballooned 
to  200  mothers.  Three  years  later,  more  than  1,000  mothers  were 
waiting  to  have  their  children  at  Babyland,  a  symbol  of  the  day-care 
center's  popularity  and  of  the  inaedible  need  for  child  are  in  the 
Central  Ward. 

The  women  who  founded  Babyland  and  everyone  associated 
with  New  Community  soon  found  themselves  battling  two  oppo- 
site forces:  other  community  activists  and  the  state  bureaucracy. 

The  late  1960s 
were  the  heyday  of 
radical  black  activ- 
ism in  Newark,  and 
one  of  the  most 
prominent  and  pro- 
voative  leaders  was 
AmiriBaraka.Heand 
his  associates  tried  to 
pressure  Babyland's 
founders  into  surren- 
dering control  of  their 
fledgling  day-care 
centerto  his  own  fol- 
lowers. 

"I  had  a  physial 
fightwithBarakawho 
was  trying  to  muscle 
in  and  take  over, "Joe 
Chaneyfield  remem- 
bers. "Me  and  Monsi- 
gnor  Under  actually 

had  a  physial  confrontation  with  him  and  then  Baraka  backed  off 
on  Babyland. ...  There  were  people  like  Baraka  we  had  to  negotiate 
with  physically.  There  comes  a  point  in  time  when  those  things 
have  to  take  place  for  them  to  get  the  point." 

After  the  confrontation,  Mary  Smith  recalls,  They  started 
leaving  us  alone.  Baraka  said  to  Father  Under,  'What  are  you  white 
men  trying  to  do  in  our  community?'  He  said,  '1  live  in  this 
community.'  When  he  saw  Under  was  taking  him  on,  they  started 
leaving  us  alone.  He  stood  up  to  them,  and  they  backed  off." 

Meanwhile,  state  ofTicials  were  not  much  more  helpful  in 
answering  Babyland's  request  for  state  and  federal  aid  to  offset  the 
cost  of  caring  for  the  Central  Ward's  children.  The  New  Jersey 
Bureau  of  Children  Services,  the  state  agency  dealing  with  children's 
issues,  said  Babyland  could  not  receive  government  aid  beause  it 
lacked  the  proper  license  for  child  care,  Furthennore,  it  was 
.  impossible  to  license  Babyland,  they  alleged,  because  there  were 
no  federal  guidelines  for  certifying  infant  day-are  centers.  No 
license  meant  no  aid,  but  no  one  could  issue  a  license  beause 


Curious  and  alert  a  Babyland  toddler  is  ready  to  face  the  diallenges  of  the  day! 


there  were  no  rales.  In  other  words,  Babyland  was  stuck  in  a 
bureaucratic  Catch-22. 

After  a  year-and-a-half  of  phone  calls,  meetings  with  lawyers 
and  various  investigations,  Babyland's  directors  discovered  the 
problem.  The  federal  government  required  a  state  to  have  regula- 
tions and  standards  for  infant  day  care  in  order  to  qualify  for  aid. 
New  Jersey  had  none.  Furthennore,  the  federal  program  required 
a  25  percent  state  match  of  federal  funds,  and  New  Jersey  was  one 
of  the  few  states  in  die  nation  that  reftised  to  provide  matching 

money.  Before  any 
public  money  could 
flow  to  Babyland,  or 
any  other  infant  day- 
care center  in  New 
Jersey  for  that  mat- 
ter, die  state  would 
have  to  draw  up  stan- 
dards and  come  up 
widi  some  money  of 
its  own  to  match 
Uncle  Sam's  contri- 
bution. 

"To  write  stan- 
dards, we  had  to  go 
to  the  politicians,  and 
that's  where  the  sub- 
urbanites came  in 
again  because  there 
was  a  view  that  the 
people  in  my  neigh- 
borhood were  idiots 
and  too  lazy,"  Mary  Smith  says.  Babyland's  suburban  allies  enlisted 
Tom  Kean,  then  Assembly  Speaker,  and  other  legislators  in  their 
ause,  Kean  called  public  hearings  to  examine  the  paucity  of  day 
are  in  New  Jersey.  The  heanngs,  in  turn,  put  pressure  on  the  state 
to  wnte  standards  that  would  free  federal  money  for  Babyland, 
They  also  revealed  that  New  Jersey  was  woeftiUy  lacking  in 
resources  for  day  care  and  doing  precious  little  to  assist  non-profit 
groups  such  as  Babyland  that  were  trying  desperately  to  provide 
child  care  for  poor  mothers. 

The  pressure  on  state  officials  to  act  was  also  increased  by  U.S. 
Sen.  Harrison  Williams,  who  suggested  circumventing  federal 
regulations  by  having  Babyland  certified  as  a  pilot  projea  eligible 
for  federal  aid,  a  move  that  would  have  placed  the  day-care  center 
beyond  the  reach  of  New  Jersey  bureaucrats. 

Meanwhile,  Babyland's  direaors  asked  to  sit  on  the  state  task 
force  that  was  being  formed  to  draft  infant  day-are  standards.  In 
1970  and  1971,  Mary  Smith,  the  women  of  Operation  Housewives, 
and  the  Board  of  Directors  of  Babyland  drafted  four  proposals  for 


29 


387 


infant  day-care  standards.  The  state's  response  to  their  suggestions, 
it  was  not  writing  guidelines,  just  studying  whether  they  were 
needed  or  not.  Eight  months  later,  however,  guidelines  were 
published  for  infant  day  care. 

Even  then,  the  battle  was  not  over  State  regulators  had  ignored 
virtually  all  of  Babyland's  recommendations  and  drawn  up  a  list  of 
regulations  that  would  have  created  more  problems  than  they 
solved.  Assembly  Speaker  Tom  Kean  again  came  to  Babyland's  aid, 
scheduling  hearings  that  allowed  its  directors  to  mount  a  challenge 
to  the  state's  guidelines.  Beause 
of  the  Trenton  hearings  and  the 
continuing  political  pressure  on 
state  regulators  to  compromise, 
many  of  the  regulatory  changes 
supported  by  Babyland  were  fi- 
nally enacted. 

By  1973,  when  public  money 
started  flowing,  Babyland  had  al- 
ready bought  and  renovated  a 
medical  office  building  for  its  sec- 
ond day-care  center,  A  child-abuse 
program,  with  35  day-care  slots, 
opened  in  1975  That  same  year, 
the  original  Babyland  in  the 
Scudder  Homes  public  housing 
project  had  to  close  after  a  rash  of 
break-ins,  leaking  pipes,  a  base- 
ment fire  and  a  lack  of  heat  and 
hot  water.  The  bitter  experience 
at  Scudder  Homes  only  served  to 
harden  the  resolve  of  Babyland's 
directors  to  build  and  control  their 
own  facilities  in  order  to  ensure 
first-rate  day  care. 

In  1978,  Essex  County  set  up  a 
shelter  for  the  victims  of  family 
violence.  The  New  Jersey  Divi- 
sion of  Youth  and  Family  Services,  impressed  with  Babyland's 
experience,  eased  the  way  for  the  group  to  run  the  facility.  Today 
the  shelter  provides  housing  and  counseling  for  more  than  40 
women  and  their  children. 

Babyland  started  consuuction  on  its  biggest  nursery,  a  $2 
million  facility  for  nearly  200  infants  and  toddlers  in  1980.  The 
center  was  built  by  Chelsea  Consuuction,  a  non-profit  construction 
company  formed  by  New  Community  Corporation.  The  nursery 
was  planned  from  scratch  by  more  than  50  neighborhood  residents 
and  Babyland  employees  who  helped  custom  design  it.  A  $900,000 
mortgage  was  financed  through  the  New  Jersey  Economic  Devel- 
opment Authority  with  First  Fidelity  Bank. 

Babyland  has  also  run  an  acclaimed  program  for  teen-age 


Harmony  House  children  en)oy  some  outdoor  winter  fun  outside  the  102-unit 
transitional-housing  apartment  building. 


mothers  since  1988.  The  young  mothers  spend  nine  hours  per 
week  in  counseling  after  school  and  take  courses  on  parenting  and 
workshops  on  child  development.  They  can  also  take  advantage 
of  Babyland's  comprehensive  social  services.  The  program,  which 
is  ftmded  by  the  federal  Head  Start  program,  includes  support 
services  that  allow  the  teen-age  mothers  to  continue  their  schooling 
and,  hopeftjlly,  avoid  the  trap  of  welfare  and  social  dependency. 
Babyland  opened  one  of  the  nation's  first  day-care  centers  for 
children  infected  with  HIV  in  1989.  The  center  provides  medical 
treatment  and  day  care  for  30 
children  as  well  as  counseling, 
education  and  support  services 
for  their  parents.  With  New  Jer- 
sey ranking  fourth  nationally  in 
pediatric  AIDS  ases  —  and  with 
more  than  200  children  being 
treated  at  Newark's  United  Hos- 
pitals Medical  Center  for  the  ill- 
ness —  Babyland's  center  fills 
another  critical  void  in  the  Cen- 
tral Ward,  It  allows  the  toddlers 
to  socialize  in  a  pleasant  envi- 
ronment with  other  HIV-positive 
babies,  rather  than  being  con- 
fined in  the  lonely,  clinical  sur- 
roundings of  a  hospital. 

The  services  provided  to  the 
children  at  every  Babyland  cen- 
ter are  comprehensive  Neariy 
half  of  the  640  youngsters  cared 
for  in  the  nurseries  receive  a 
complete  array  of  social  services. 
Field  workers  visit  their  homes, 
assisting  parents  tocare  properly 
for  their  children.  All  of  the  tod- 
dlers are  enrolled  in  the  federal 
WIC  program  to  ensure  that  their 
nutritional  needs  are  met.  Children  are  immunized,  and  the  centers 
keep  a  complete  record  of  their  shots,  in  addition  to  performing 
periodic  physicals.  "It's  a  total  family,"  Soledad  Alston  says. 
Babyland  is  also  the  one  functional  "family"  some  of  these  children 
have. 

With  the  first  generation  of  children  cared  for  at  Babyland  now 
entering  adulthood,  and  quite  a  few  of  them  enrolled  in  prestigious 
schools,  Babyland's  founders  still  harbor  ambitious  dreams  and 
goals  for  the  ftjture.  They  hope  to  open  one  new  child-care  center 
annually. 

The  newest  Babyland  center  opened  its  doors  in  January  1993 
and  represents  the  group's  first  foray  into  providing  day  care  for  the 
private  sector.  Blue  Cross,  which  has  offices  in  downtown  Newark, 
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gave  Babyland  free  rent,  utilities  and  maintenance  in  return  for 
providing  its  employees  with  the  quality  day  care  Central  Ward 
residents  have  been  enjoying  since  1969.  Central  Ward  residents 
whose  children  are  on  Babyland's  waiting  list  will  also  qualify  for 
enrollment  in  the  Blue  Cross  center  Another  corporate  venture  is 
in  the  works,  too.  As  these  and  other  centers  open,  Babyland's 
directors  finally  hope  to  reduce  their  lengthy  waiting  list  and 
accommodate  many  of  the  Central  Ward's  mothers  who  are  still 
waiting  for  care  for  their  children 

As  for  Soledad  Alston,  she  has  her  sights  set  on  continually 
improving  and  expanding  the  array  of  services  Babyland  provides 
for  its  children  and  their  parents.  In  the  not-so-distant  future  she 
envisions  adding  a  full-scale  health  component  to  the  day-care 
centers,  as  well  as  parent  education  courses  designed  to  prevent 
child  abuse. 

"My  one  goal  if  I  work  until  I'm  80,"  she  says,  "is  to  see  a 
comprehensive  dental  service  for  children.  It's  a  burning  desire. 
One  day,  I'd  like  Babyland  to  have  a  dental  service  where  even 
those  who  can't  afford  it  will  have  dental  care  from  prenatal  on. 
Now,  children  don't  get  to  see  a  dentist  until  some  tooth  is  rotten 
or  aching.  That's  sad.  The  teeth  are  the  strongest  strucmre  in  the 
body.  They're  supposed  to  be  there  for  the  lifetime.  Adults 
shouldn't  be  losing  their  teeth  at  16  or  20." 

At  age  66  she  is  still  working  the  demanding,  more-than-full- 
time  schedule  Babyland  demands,  "This  is  the  happiest,  most 
fulfilling  part  of  my  entire  life,"  she  says.  "I  don't  even  look  at  it  as 
a  job.  It's  a  commitment.  It's  a  voation.  It's  a  life.  But  it's  a  nice  kind 
of  life  and  a  wonderful  feeling.  It's  pure  service  to  the  people  who 
actually  need  it." 

Soledad  Alston,  like  most  of  the  people  in  the  New  Community 
network,  is  a  realist  about  the  tide  she  and  her  colleagues  are 
swimming  against.  "You  can  just  see  that  some  of  the  children  are 
failing  to  thrive,"  she  says.  "There  are  children  whose  weight  is  way 
below  normal.  Their  performance  isn't  up  to  par  with  other 
children.  Babyland  has  done  a  lot  to  upgrade  those  children.  We 
see  a  lot  of  abusive  and  neglectful  parents.  We  have  a  lot  of  them. " 
She  becomes  very  quiet.  "You  see  a  lot  of  parents  who  put  their 
children  in  day  care  to  get  rid  of  them,"  she  says.  "But  at  least  we 
can  provide  them  with  care  they  wouldn't  be  getting  at  home." 
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BEYOND  BRICKS 
AND  MORTAR 


Hsgr.  Under  is  flanked  by  memben  of  ttie  executive  committee  of  the  New 
Community  Foundation:  Frank  L  Walsl),  Vice  Chainnan;  Haureen  Bell 
Broglia,  EncutiYe  Director,  John  H  Mullen,  Chairman;  and  Nicholas  L 
Grignano,  Treasurer. 


R0V1D1NG  SOCIAL  SERVICES  WASN'T  ON 

the  agenda  when  New  Community's  ac- 
tivists started  meeting  in  the  1960s,  but  as  the  organi- 
zation grew  and  matured,  its  leaders  realized  that 
building  homes  wasn't  enough.  The  people  of  the  Central 
Ward  had  needs  that  transcended  mere  bricks  and  mortar.  By  the 
late  1970s  New  Community  found  itself  providing  more  and  more 
services  to  the  people  who  lived  in  its  homes.  As  with  everything 
else  New  Community  has  done,  the  goal  behind  the  growing 
number  of  social  services  was  to  foster  independence  and  self- 
sufficiency,  rather  than  dependency, 
among  the  residents  of  the  Central  Ward. 
Today  New  Community's  Social  Ser- 
vices Department  provides  educational, 
reaeational,  health  and  social  services 
including  medial  transportation,  meals 
on  wheels,  and  a  congregate  feeding 
program  for  more  than  6,000  residents — 
seniors,  youth  and  families.  The  number 
of  programs  has  increased  in  the  last  two 
years  to  11,  and  another  three  programs 
are  scheduled  to  get  under  way  in  1993. 
"You  can't  put  up  a  nursing  home  by 
holding  cake  sales,"  notes  New 
Community's  Director  of  Human  Ser- 
vices, Florence  Williams.  "It  doesn't  cut  it. 
You  have  to  get  together  with  economic 
development  authorities.  You  have  to  do  land  acquisition.  You 
have  to  work  with  tax  aedits.  Those  are  the  linkages  with 
providing  a  very  high  level  of  social  services.  You  have  to  learn  and 
take  advantage  of  all  those  things.  Business  knows  how  to  do  that, 
but  the  non-profit  sector  generally  doesn't.  That's  where  New 
Community  is  different,  NCC  took  the  time  to  learn  and  find  the 
ways  to  CTeate  more  social  services  and  support  them.  I  have 
medical  programs  that  lose  money  big  time.  So  what  we  do  is  find 
a  way  to  generate  money  here  so  we  can  support  a  need  there." 
New  Community  provides  a  variety  of  services  for  neighbor- 
hood youth,  including  an  after-school  program  for  100  Central 
Ward  youngsters,  a  summer  recreation  program  and  a  summer 
employment  program  for  teen-agers.  "Youth  are  critical,"  Florence 
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Williams  says.  "There  are  so  many  things  going  against  them  here, 
from  a  bad  school  system  to  a  bad  environment  that  includes  drugs 
and  crime.  We  do  our  best  to  mitigate  that,  to  the  extent  we  an." 

The  acute  lack  of  primary  medical  are  in  Newark,  where 
hospital  emergency  rooms  are  generally  the  health-are  facilities 
of  first  and  last  resort,  has  led  New  Community  to  offer  an  ever- 
expanding  array  of  health-care  services.  The  organization  has  its 
own  Walk-in  Health  Center  with  family  medial  practice,  run  in 
conjunction  with  the  United  Hospitals  Medical  Center.  (It  decided 
to  use  the  hospital  as  an  operator  because  the  reimbursement  from 
Medicaid  for  ser- 
vices offered  by  a 
hospital  is  almost 
three  times  greater 
than  that  paid  to 
private  physicians.) 
The  group  medical 
practice  was  ex- 
panded when  it  was 
moved  to  the  St. 
Joseph's  Plaza  com- 
mercial complex. 

The  family  medi- 
cal practice,  in  turr^ 
introduced  New 
Community  to  the 
medical  transporta- 
tion business.  NCC 
currently  owns  four 
vans  devoted  to 
shuttling  patients 

between  the  health  center  at  St.  Joseph's  Plaza  and  the  Adult 
Medical  Day  Care  center  at  New  Community's  nursing  home. 
Another  six  vehicles  were  added  to  the  transportation  pool  to  take 
are  of  Babyland's  transportation  needs  and  to  handle  other  New 
Community  activities. 

New  Community's  highly  successful  employment  center  now 
operates  out  of  two  loations,  placing  nearly  1,000  people  a  year 
in  jobs,  at  no  cost  to  either  the  job  seeker  or  the  employer.  Special 
counselors  work  with  Haitians,  Hispanics  and  youth  in  the 
community. 

Based  on  the  fact  that  large  numbers  of  Central  Ward  residents 
who  want  to  work  lack  basic  skills  and  will  require  training  before 
they  are  employable,  a  major  new  center  for  employment  and 
training  is  in  the  works  as  well.  New  Community  has  already 
bought  property  for  the  center,  and  a  mix  of  public  and  private 
financing  is  in  place  The  program  will  be  based  on  a  California 
job-training  program  that  has  won  plaudits  for  its  effectiveness. 
"We  have  a  population  here  who  may  or  may  not  have  finished 
high  school,  but  are  adults  that  want  skills  training  and  want  it 


D'Andrt  Didcens,  manager  of  Mailboxes.  Etc.  the  newest  business  to  open  in  the  Neighbortwod  Shopping 
Center,  offers  personal  service  to  customerv 


now,"  Florence  Williams  says.  "They  don't  want  a  community 
college  course  that  will  get  them  somewhere  in  two  years.  They 
want  six  to  nine  months  of  training  and  then  work." 

New  Community's  Home  Friends  Program  is  one  of  several 
social  service  programs  offering  assistance  to  seniors  in  their 
homes  so  they  an  remain  mdependent  for  longer  periods  of  time, 
allowing  them  to  retain  their  dignity  and  saving  large  sums  of 
money  over  traditional,  expensive  nursing-home  are.  The  pro- 
gram expanded  when  an  outside  social  service  agency  ran  into 
fmancial  problems.  Essex  County  officials  ailed  New  Community 

on  a  Friday,  asking 
it  to  hire  the  bank- 
rupt agency's  em- 
ployees and  take 
over  the  task  of  pro- 
viding personal  are 
attendants  to  some 
300  Medicaid  pa- 
tients living  in  the 
CenU'al  Ward.  New 
Community  as- 
sumed the  job  the 
following  Monday. 
This  move  outside 
New  Community's 
network  of  residents 
wasyetanodiernew 
role  for  the  organi- 
zation. "Sometimes 
decisions  get  made 
beause  there's  an 
and  the  window  is  coming  down,"  Ray  Codey 


oppoitunity, 
explains. 

New  Community  has  13  professionals  providing  social  services 
to  residents,  including  a  social  worker  assigned  to  each  senior 
citizen  residence.  "There  had  to  be  a  real  re-socialization  of  people 
to  buy  into  the  concept  of  what  a  new  community  was,"  says  Sister 
Anastasia  Heame,  NCC's  Director  of  Social  Services  and  one  of 
more  than  30  Catholic  religious  women  on  the  NCC  staff.  "We 
wanted  to  be  different.  We  want  our  people  living  together  and 
respecting  and  supporting  one  another,  rewming  to  the  old 
neighbortiood  thing  that,  I  do  are  what's  happening  to  your  life ' 
For  the  most  part,  people  have  bought  into  that  concept.  You  build 
up  that  spirit  within  a  community  of  aring  and  sharing,  and  that 
extends  into  the  broader  community." 

New  Community's  social  workers  provide  virtually  any  service 
residents  request,  including  advoacy,  counseling,  filling  out 
forms,  providing  referrals,  meeting  health  care  and  family  needs, 
and  arranging  for  any  special  eduation  that  children  need.  In 
particular.  New  Community's  social  workers  help  countless  resi- 
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dents  circumvent  local  bureaucracies  by  assisting  them  in  applying 
for  government  programs  or  filing  claims  with  public  agencies.  "It's 
our  job  to  change  or  try  to  change  the  system  that  makes  things  so 
inaccessible  to  people,"  Sister  Anastasia  says.  "They  can't  do  it 
themselves,  but  with  our  education  behind  them  we  can  make  a 
difference  and  change  things.  People  have  to  stand  up  for 
themselves  in  order  to  get  what  the  government  or  the  city  claims 
is  available  to  them,  because  the  city  or  the  government  will  rip 
them  off  or  write  them  off  as  poor  people  and  say  that  whatever 
filters  down  to  them  is  good  enough.  That's  not  good  enough.  You 
can  make  the  difference 
with  these  people." 

New  Community's 
social  workers  provide 
every  elderly  resident 
with  a  small  green  botde 
dubbed  'the  vial  of  life," 
containing  a  slip  of  paper 
that  details  their  personal 
and  medical  history,  in- 
cluding a  complete  list- 
ing of  their  illnesses  and 
the  medications  they're 
taking.  Should  a  health 
emergency  arise,  when 
medical  services  person- 
nel arrive,  they  look  for 
the  vial  of  life  first  since  it 
helps  lake  the  guesswork 
out  oftreatment  This  in- 
formative little  slip  of 
paper  has  saved  the  lives 
of  some  residents. 

So  far,  the  crowning  achievement  of  New  Community's  social 
service  outreach  was  the  completion  of  Harmony  House  in 
December  1989  with  its  102  units  of  transitional  housing  for 
homeless  families. 

Harmony  House  differs  radically  from  typical  homeless  pro- 
grams —  especially  those  that  allously  warehouse  families  at 
exorbitantly  expensive  welfare  hotels.  Homeless  families  are  not 
only  offered  decent  housing  at  considerable  savings  to  public 
agencies;  they  are  also  furnished  day  care  for  their  children.  For  up 
to  a  year,  they're  also  offered  a  complete  package  of  social  and 
educational  services  to  help  them  get  back  on  their  feet  and  into 
the  economic  mainstream.  Harmony  House  carehilly  selects  home- 
less families  willing  to  undertake  —  and  stick  to  —  its  rigorous 
program  of  substance-abuse  counseling  and  job-training  classes. 
Then,  if  they  have  successhilly  completed  the  program,  they 
receive  relocation  assistance  to  permanent  housing. 

The  program  has  proven  effective  not  only  for  the  Harmony 


House  families,  but  it  has  been  a  huge  money-saver  for  the  public 
seaor.  "The  state  was  paying  $76  a  day  —  $2,500  a  month  —  to 
warehouse  people  in  motels,"  Ray  Codey  says.  "There  was  no  day 
care,  no  food  service,  nothing.  We  could  do  it  cheaper  and  provide 
the  services  at  the  same  time.  We  started  saving  the  government 
money  from  day  one,  and  the  long-term  savings  are  inalculable." 
Even  so,  building  Harmony  House  involved  the  usual  difficul- 
ties. The  project  fell  under  the  jurisdiction  of  two  New  Jersey 
agencies,  the  Department  of  Community  Affairs  and  the  Depart- 
ment of  Human  Services  each  of  which  is  responsible  for  programs 

to  aid  homeless  fami- 
lies. However,  the 
two  agencies  had 
rarely  coordinated 
their  activities.  Even 
though  they  were 
under  orders  from 
Gov.  Thomas  Kean 
to  cooperate,  there 
was  still  friaion  be- 
tween the  two  bu- 
reaucracies. 

Although  it  was  a 
complicated  pack- 
age, arranging  the 
financing  for  Har- 
mony House  was 
relatively  easy.  The 
$4  million  cost  was 
covered  by  a  $3  mil- 
lion mortgage  from 
Mutual  Benefit  Life 
and  a  $1  million  grant  from  the  N.J.  Department  of  Community 
Affairs.  The  annual  operating  cost  of  $1.75  million  Is  being  paid  for 
by  diverting  state  and  county  funds  that  had  been  paying  the  cost 
of  keeping  families  In  welfare  hotels,  plus  a  $200,000  grant  from  the 
Leonard  Stem  Foundation  in  New  'Vork  City. 

Stem,  chairman  of  Hattz  Mountain  Industries,  had  long  been 
interested  in  the  homeless,  even  spending  time  In  New  York  City 
shelters  to  experience  the  problem  firsthand.  The  linkage  with 
Hattz  Mountain,  which  built  the  facility  on  two  acres  of  land  owned 
by  New  Community,  turned  out  to  be  a  perfect  partnership. 

The  bureaucratic  inertia  that  threatened  to  slow  the  projea  once 
again  challenged  New  Community's  leaders  to  employ  all  the 
persistence  and  creativity  they  possessed.  HUD  held  the  title  to 
some  of  the  land  New  Community  needed.  The  department 
claimed  that  nearly  a  year  was  needed  to  process  paperwork  before 
the  property  could  be  released  to  New  Community.  With  financing 
already  In  place,  a  lengthy  delay  would  have  been  disastrous  and 
threatened  to  kill  the  entire  project. 


\\ 


New  Community  administers  a  federally  funded  job  training  and  eduadonal  skills  program  that 
gives  young  people  like  Arlen  Smith  a  chana  to  learn  vvhile  earning  a  salary  at  network  enterprises 
like  Mailboxes,  Etc 
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Ray  Codey  describes  what  happened  next:  "I  asked  Monsignor 
Linder  what  we  should  do.  We  started  construdion  the  next  day. 
Now  we're  building,  and  we  don't  have  the  release  from  HUD.  If 
HUD  says  'no,'  we've  built  on  land  that  doesn't  belong  to  us.  We're 
investing  $4  million,  and  construction  is  finished  in  six-and-a-half 
months  of  around-the-clock  work.  We  went  back  to  HUD  to  get  the 
release  for  the  property,  and  they're  still  a  month-and-a-half  away 
from  giving  us  the  okay  to  build.  When  they  realized  what 
happened,  they  called  screaming  and  threatening  not  to  give  us  the 
release.  Monsignor  Linder  called  HUD  Secretary  Jack  Kemp  and 
threatened  to  go  to  the  New  York  television  stations  with  102 
homeless  families  who  were  being  kept  on  streets  by  Kemp. 
Monsignor  is  like  a  junkyard  dog.  When  he's  on  something,  he 
doesn't  give  up.  We  were  getting  a  bureaucratic  response  to  a 
public  health  emergency,  but  the  very  next  day  we  got  the  okay 
from  HUD." 

With  the  HUD  dispute  resolved,  New  Community  still  had  to 
contend  with  its  favorite  sparring  partner,  the  Newark  city  govern- 
ment, which  was  reusing  to  issue  a  certificate  of  occupancy  for  the 
project.  This  time,  Monsignor  Linder  actually  went  to  a  New  York 
television  station.  It  was  almost  Christmas  A  reporter  prepared  a 
report  about  Newark  Mayor  Sharpe  James  playing  Scrooge  by 
keeping  100  homeless  families  out  in  the  cold  at  Christmas.  New 
Community,  which  has  become  quite  skilled  over  the  years  in 
enlisting  the  media  as  allies  in  forcing  bureaucratic  action,  had 
decorated  Harmony  House  with  the  names  of  the  potential 
residents  who  wouldn't  have  a  home  in  time  for  Christmas  unless 
the  city  relented.  There  was  a  Chrisunas  tree  in  the  completed, 
vacant  building.  Then  the  TV  reporter  paid  a  visit  to  Mayor  James. 
"We  really  nailed  him  to  the  wall,"  Ray  Codey  says,  grinning.  "The 
next  day,  December  23,  we  had  all  the  families  moved  in. 
Monsignor  Linder  went  for  the  jugular." 

Since  Harmony  House's  102  units  opened,  80  of  the  first 
mothers  to  live  there  have  found  jobs  and  pemianent  housing  for 
their  families.  The  Harmony  House  model  has  proven  so  successfijl 
that  it  has  been  replicated  in  four  other  NJ.  coundes,  saving  the 
public  sector  tens  of  millions  of  dollars  and,  more  importantly, 
setting  countless  families  back  on  the  road  to  self-sufficiency. 

Ruby  Dawson,  with  a  marvelous  twinkle  of  satisfaction  in  her 
eye,  sees  a  lesson  for  everyone  in  the  Harmony  House  story.  "I 
don't  think  there  is  anything  that  can  stop  a  concerned  people  from 
accomplishing  something.  It  may  take  years,  and  many  of  us  may 
not  be  here  to  see  the  finished  product,  but  it  will  happen." 
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NEW  FRONTIERS 


Th(  DhMot  of  NCC  Social  Sovkcs,  Sistir  Anasosia  Hearnt,  SSJ,  hodi  a 
depanni«nt  of  thirtctn  people  who  strvt  resklems  with  a  wide  vanity  of 
pnigranu. 


S  NEW  OOMMUNIIYENTERS  rrSSECOND  QUARTER 

century,  it  is  not  resting  on  its  laurels.  It 
triumphed  over  inaedible  adversity  early  in 
its  history,  and  then  adapted  to  the  changed 
environment  of  the  1980s,  when  government 
funding  for  housing  and  other  services  dried  up. 
The  group's  leaders  today  are  striking  out  in  new  directions  and 
devising  strategies  to  carry  through  the  turn  of  the  century. 

Partnerships  with  the  private  sertor  are  one  way  the  group 
intends  to  keep  growing  and  securing  the  financing  it  needs  for 
projects,  especially  now  that  New  Commu- 
nity has  a  solid  reputation  as  a  competent 
developer  and  provider  of  services.  The 
organization  has  already  formed  partner- 
ships with  business  giants  like  The  Pruden- 
tial, Johnson  &  Johnson,  Colgate-Palmolive, 
and  Hartz  Mountain  Industries,  and  it's  work- 
ing on  more. 

New  Community's  recent  fotay  into  Jer- 
sey City  to  build  low-income  housing  ex- 
pands its  horizons  beyond  Newark,  pointing 
toward  the  kinds  of  partnerships  NCC  will 
continue  forging  with  the  private  sector. 
Colgate-Palmolive  had  shut  down  its  land- 
marit  Jersey  City  faaory,  leaving  more  than 
1,200  people  unemployed.  In  the  flood  of 
bad  press  that  followed,  Jei^  City's  gov- 
ernment began  asking  Colgate  to  do  some- 
thing for  the  city  in  return  for  the  tax  abatement  received  on  the 
residential  development  going  up  on  the  valuable  real  estate  along 
the  Hudson  River  where  the  factory  stood  for  generations.  Sensing 
an  opportunity.  New  Community  approached  Colgate  with  a 
proposal  to  build  86  units  of  low-income  housing  in  Jersey  City. 
Ultimately,  New  Community  cobbled  together  a  complicated 
financial  package,  including  loans  from  Jersey  City  and  a  New 
Jersey  bank,  low-income  housing  tax  credits,  and  a  $26,000  per  unit 
subsidy  from  Colgate. 

All  the  participants  gained  something.  Jersey  City  got  some 
desperately  needed  affordable  housing.  Colgate  earned  some  good 
will  in  a  town  that  was  turning  against  it,  and  New  Community 
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announced  in  a  very  tangible  way  that  it  intended  to  be  instrumen- 
tal in  helping  low-income  people  around  New  Jersey. 

The  New  Community  Foundation  had  become  inactive  in  the 
late  1970s  when  New  Community's  financial  needs  outstripped  the 
foundation's  ability  to  raise  money.  NCC's  relationships  with  the 
public  seaor  and  fmancial  institutions  had  also  become  stable 
enough  to  insure  financing  for  ambitious  projects 

The  foundation  was  revived  in  1992  and  will  play  a  critical  role 
as  New  Community  moves  in  new  directions  during  the  1990s,  with 
particular  emphasis 
on  job  training,  edu-     i 
cation  and  employ-     \ 
mem  for  Central  Ward 
residents 

The  reconstituted 
New  Community 
Foundation's  Board 
of  Tnjstees  consists 
of  42  representatives 
from  some  of  New 
Jersey's  and  the 
nation's  top  corpora- 
tions and  academic 
institutions.Thefoun- 
dation  is  already  lay- 
ing plans  to  help  New 
Community  recruit 
outside  expertise  to 
help  it  thrive  in  com- 
ing years  and  raise 
money  as  well.  "The 
need  isn't  as  much 
for  funding  now,  but 

for  assistance  in  know-how,"  Pat  Foley  says  of  the  new  thrust. 
"Networking  is  the  way  things  get  done  today." 

The  foundation,  headed  by  Johnson  &  Johnson  executive  Jack 
Mullen,  has  been  divided  into  committees  mirroring  New 
Community's  future  direaion.  One  comminee  is  helping  devise 
strategies  for  providing  more  health  care  for  neighborhood  resi- 
dents. Jack  Mullen  explains  that  outside  professionals  will  be 
brought  in  to  assist  who  will  "ask  the  relevant  questions:  'What  are 
you  doing  now  in  health  care?  What  would  you  like  to  be  doing' 
Why  aren't  you  doing  thai''  They'll  help  NCC  determine  what  they 
want  to  do  to  expand  services  in  the  future  and  what  it  will  cost." 
Once  plans  are  finalized,  the  foundation  will  help  New  Community- 
raise  the  money  needed  to  translate  them  into  reality. 

The  New  Community  Foundation  also  has  a  committee  to  focus 
on  education  and  job  training,  another  top  priority  for  the  future. 
They  will  determine  the  kind  of  training  New  Community  residents 
and  employees  need  and  help  provide  it.  One  idea  is  to  set  up  a 


New  Community  Corporation  "university"  at  Seton  Hall  University, 
or  to  send  top  academics  into  the  Central  Ward  to  teach  courses 
upgrading  the  skills  of  NCC  employees  and  preparing  residents  for 
employment. 

The  foundation  has  already  created  a  computer  literacy  pro- 
gram at  St.  Rose  of  Lima  School  for  its  K-8  snjdents,  developed  with 
the  assistance  of  some  of  the  nation's  top  information  services 
companies,  including  IBM,  AT&T  and  NEC.  The  computer  literacy 
initiative  will  help  the  school  children  and  also  provide  services  to 
New  Community's  entire  network  of  employees.  Jack  Mullen 

promises  "a  pro- 
gram that  will  be 
distinctive  in 
America  in  an 
urban  setting,"  a 
model  that  could 
be  emulated 
around  the  na- 
tion. 


The  NCC  Federal  Credit  Union  is  headed  by  Reggie  Lamptey,  who  interviews  two  of  its  more  than  800 
members. 


Don  Mann,  a 
Prudential  execu- 
tive who  heads 
the  New  Commu- 
nity Foundation's 
education  and  job 
training  efforts, 
describes  the  re- 
sources which 
business  can  put 
on  the  table  to 
help  New  Com- 
munity move  for- 
ward: 'We  can 
make  our  courses  available  to  their  staff  and  lend  expertise  in  areas 
where  it  might  not  exist.  If  they  want  to  talk  to  one  of  our  architeas, 
they  an  do  that.  We  offer  courses  on  being  an  effective  supervisor, 
delegating,  speaking  better  and  getting  feedback  from  your  staff. 
We  can  also  help  them  determine  the  basic  skills  that  employers 
are  looking  for,  in  addition  to  whatever  vocational  training  they 
might  pursue." 

"There  isn't  another  foundation  organized  like  this  one,"  Jack 
Mullen  says.  "It  is  dealing  with  both  sides  of  the  coin  —  raising 
money  and  providing  a  consuking  team.  You  can't  buy  those  kinds 
of  services."  He  adds:  "We'll  fill  the  gap  between  what  government 
and  other  resources  provide.  We  know  we  have  to  raise  a  lot  of 
money  even  if  we'll  never  be  able  to  fund  all  of  New  Community's 
needs.  But  we'll  have  a  strategic  plan  and  priorities  developed  with 
Monsignor  Under  and  NCC  staff." 

If  it  works  as  intended,  the  new  foundation  will  be  a  stabilizing 
force  that  protects  New  Community  from  the  vicissittjdes  and 
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vagaries  of  government  support  and  guarantees  financial  support 
to  keep  its  programs  operating  and  expanding.  "An  organization 
like  New  Community  that  provides  hope  and  focus  for  people  in 
an  urban  center,"  Jack  Mullen  explains,  "has  to  be  so  well-fortified 
and  established  that,  no  matter  what  happens  with  government 
funding,  there  are  mechanisms  in  place  to  enable  it  to  survive  and 
provide  more  services "  To  emphasize  the  foundation's  commit- 
ment to  New  Community  over  the  long  haul,  Mullen  notes  its 
"planning  will  take  us  to  2000.  Anything  less  is  very  short-sighted." 

Why  should  business  executives,  especially  those  whose  com- 
panies are  headquartered  outside  of  Newark  (Johnson  &  Johnson, 
for  example)  care  about  the  fate  of  the  Cental  Ward  and  its 
residents?  Jack  Mullen's  answer  emphasizes  the  intimate  ties 
between  the  economic  and  social  health  of  the  entire  nation  and 
its  urban  areas.  "No  matter  what  your  politics  are,  unless  we  bring 
rebirth  to  the  cities,  there  will  be  more  and  more  Los  Angeles  riots. 
It  will  dram  the  country's  vitality.  Unless  we  address  the  problems 
of  the  cities,  we  can't  bring  a  new  vitality  to  the  United  States.  If  we 
don't  take  care  of  the  cities  and  provide  some  new  hope  for  them 
in  education,  housing  and  health  services  and  give  people  a  chance 
to  get  jobs,  we'll  never  solve  anything  in  America.  Ignored,  it's  a 
growing  cancer.  It's  that  simple." 

Meanwhile,  Monsignor  Linder  and  his  colleagues  are  drawing 
up  a  five-year  plan  for  New  Community,  leaning  heavily  toward  the 
Central  Ward's  most  pressing  needs  as  the  next  cennjry  ap- 
proaches; education,  job  training  and  economic  development. 

The  goals  are  ambitious;  creating  some  1,000  new  jobs  for 
Central  Ward  residents  over  the  next  five  years,  mainly  through 
new  business  development;  expanding  Home  Health  Care  and 
NCC's  social  service  programs;  building  at  least  200  units  of 
housing  yeariy,  including  New  Community's  first  market-rate  and 
moderate-income  housing;  creating  a  $3  million  scholarship  fimd 
to  help  neighborhood  children  get  quality  educations;  and  training 
for  New  Community's  staff  to  be  developed  in  concert  with  the 
New  Community  Foundation. 

Monsignor  Linder  argues  that  more  of  the  nation's  approxi- 
mately 2.000  community  development  corporations  ought  to 
become  involved  in  job  training  and  education,  particulariy 
because  they  are  so  capable  of  gauging  community  needs  and  the 
local  job  market.  "More  of  us  have  to  get  involved  in  providing 
training,"  he  says.  "Technical  schools  operate  independent  of 
needs  and  train  people  for  jobs  that  don't  exist  We  have  to  get  into 
education  and  alternative  schools  —  particularly  for  dropouts. 
There  is  no  one  solution.  Some  people  say,  'Oh,  the  solution  is  day 
are,  or  it's  housing,  or  it's  jobs.'  But,  really,  it's  everything." 

As  to  overall  strategy,  Monsignor  Linder  recently  wrote  that  "the 
future  calls  for  increasing  sophistication  in  the  types  of  projects 
New  Community  Corporation  will  develop  and  in  the  delivery  of 
its  services.  At  the  same  time,  it  is  necessary  to  create  more  entry- 
level  jobs  suited  to  people  who  lack  the  opportunity  for  training 


and  education.  Career  ladders  must  be  identified,  and  NCC  must 
find  the  resources  to  provide  the  training.  NCC  must  become 
increasingly  aggressive  in  searching  out  suitable  industries  to 
locate  in  Central  Newark  to  assist  it  in  its  mission.  New  businesses 
must  be  initiated  which  will  support  these  new  undertakings.  All 
the  assets  of  NCC  must  be  better  leveraged  to  support  additional 
debt  for  development." 

Monsignor  Linder  and  other  New  Community  leaders  are 
particularly  hard  at  work  trying  to  devise  new  sources  of  income 
for  the  organization  and  finding  better  ways  to  tap  existing  pools 
of  credit,  particularly  beause  secunng  financing  from  traditional 
sources  has  become  more  difficuk  The  growth  of  interstate 
banking,  for  example,  reduces  many  banks'  community  aware- 
ness, and  there  is  danger  of  insurance  companies  evolving  into 
major  institutional  investors,  uninterested  in  handling  small  invest- 
ments. The  prudent  course  for  community  development  corpora- 
tions, as  he  sees  it,  is  to  develop  more  of  their  own  financial 
institutions  and  sources  of  funds. 

One  of  New  Community's  goals  is  to  attract  more  money  from 
academic  institutions  for  social  investment  in  the  Central  Ward. 
Another  is  to  expand  the  New  Community's  Federal  Credit  Union 
into  a  ftiU-service  financial  institution  that  would  provide  a  pool  of 
resources  for  small  business  development,  partly  by  attraaing 
institutional  invesunent  from  the  public  seaor  and  labor  unions. 
Still  another  option  is  self-insurance,  a  move  that  would  save  New 
Community  millions  of  dollars  annually  in  premiums. 

New  Community's  social  investment  program,  launched  in 
1986,  has  already  raised  millions  of  dollars  in  loans  from  religious 
institutions  across  the  United  States.  The  funds  have  been  used  to 
leverage  additional  financing.  New  Community  has  even  explored 
creating  its  own  registered  securities  firm.  It  received  approval  from 
the  Securities  and  Exchange  Commission  to  operate  the  nation's 
only  non-profit  securities  company,  but  the  project  was  shelved 
beause  of  the  time  and  capital  needed  to  establish  the  firm. 

New  Community  is  developing  proposals  for  government 
refomi  that  would  help  it  use  public  hinds  more  efficiently  and 
could  be  models  for  programmatic  restmcturing  of  assistance  to 
community  development  corporations  nationwide.  Human  Ser- 
vices Direaor  Florence  WiUiams,  who  was  New  Jersey's  Assistant 
Commissioner  for  Human  Services  in  the  administration  of  Gov. 
Thomas  Kean,  told  Congress  in  1992  that  the  government  ought  to 
allow  community  development  corporations  to  blend  government 
funding  streams,  rather  than  be  bound  by  the  rigid  program-by- 
program  guidelines  that  currently  restrict  the  use  of  each  flow  of 
funds  for  its  own  narrowly  defined  purposes.  "We  want  to  treat 
individuals  and  families  holistically,"  she  says,  "through  seamless 
services  instead  of  through  piecemeal,  categorical  programs." 

One  example;  Stmctural  reforms  easing  restrictions  on  how 
federal  aid  is  spent  could  lower  health-care  costs  while  providing 
millions  of  patients  with  improved  access  to  quality,  community- 
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based  care  in  cities.  New  Community  currently  operates  a  variety 
of  health-care  programs,  ftinded  by  an  even  wider  array  of 
programs  from  Medicaid  and  Medicare  to  Ryan  White  grants.  But 
Florence  Williams  says  the  restrictions  imposed  by  each  program 
are  inefficient  and  work  against  residents.  Over  a  period  of  time, 
people's  needs  for  services  change  along  with  their  health.  Since 
the  programs  are  categorical,  and  people  often  don't  fit  into  neat, 
narrow  boxes,  many  individuals  have  a  difficult  time  qualifying  for 
the  care  they  need.  Besides  impeding  access  to  health  care  and 
posing  a  threat  to  patients'  health,  the  oftentimes  lengthy  delays  in 
obtaining  treatment 
because  of  program- 
matic restrictions  can 
greatly  increase  the 
final  cost  of  provid- 
ing care. 

New  Community 
and  thousands  ot 
community  develop- 
ment corporations 
around  the  nation 
could  also  benefit 
from  venture  capital 
arrangements  to  fi- 
nance their  speci.i 
types  of  new  busi- 
ness ventures.  Since 
most  CDCs  don't 
have  much  cash  for 
business  start-ups, 
they  must  depend  on 
loans,  grants  and 

other  assistance  from  government,  particularly  from  economic 
development  agencies  and  development  banks.  There  is  a  growing 
mismatch,  however,  between  the  actions  of  these  entities — which 
prefer  to  loan  funds  for  "hard"  projects  such  as  manufactunng 
venmres — and  the  needs  of  CDCs  such  as  New  Community,  which 
see  their  best  opportunities  in  the  service  sector.  Service  operations 
have  relatively  few  fixed  assets;  what  they  need,  especially  from 
government,  are  more  long-term  guarantees  of  ftinding  to  establish 
their  credit-worthiness. 

"CDCs  need  a  flexible  source  of  government  or  private  ftinding 
for  business  ventures  in  the  service  sector,"  Florence  Williams  told 
a  Congressional  panel  in  1992.  "The  funding  source  should  be  able 
to  combine  loans,  grants  and  technical  assistance.  It  should  have 
trained  experts  available  to  help  the  CDC  develop  a  business  plan 
before  the  funding  stage,  and  then  help  tailor  a  financing  package 
specific  to  the  proposed  venture." 

Such  proposals  have  broad  implications  for  all  community 
development  corporations,  and  they  are  all  the  more  appropriate 


One  of  the  most  popular  businesses  at  the  NCC  Neighborhood  Shopping  Center  is  the  Dunkin'  Donuts,  where 
customers  can  enjoy  the  3percent  urban  enterprise  zone  lax  break. 


given  that  New  Community  is  moving  toward  developing  projects 
far  beyond  Newark.  "We  want  to  go  statewide,"  Monsignor  Under 
says.  "We've  come  to  the  conclusion  in  the  last  10  years  that 
Newari(  isn't  the  easiest  city  to  develop  in,  and  as  we  continue 
attracting  people,  we  need  to  have  constant  challenges,  not 
projects  that  all  take  eight  years  to  complete.  We  need  to  have  a 
bigger  world." 

"We  should  move  from  Newark,"  Arthur  Wilson  agrees.  "A  riot 
prompted  our  very  existence,  and  those  same  conditions  exist  in 
other  cities.  Do  they  have  to  have  riots  for  change  to  happen?  We 

know  we  can't 
change  the  world, 
but  we  can  at  least 
share  whatwe  have 
with  others.  What 
NCC  has  done  in 
Newark  can  be  ap- 
plied in  almost  any 
urban  setting  with 
problems." 

New  Commu- 
nity is  already  well 
on  its  way  to  shar- 
ing the  expertise  it's 
developed  over  25 
years.  Recently,  the 
Surdna  Foundation 
gave  the  group  a 
$146,000  grant  to 
underwrite  an  ex- 
pansion   across 
New  Jersey.  In  ad- 
dition to  the  Jersey  City  housing  development.  New  Community 
has  other  projects  around  the  state  either  under  way  or  on  the 
drawing  boards. 

New  Community  now  manages  housing  in  other  New  Jersey 
cities.  It  is  working  with  a  local  group  in  New  Brunswick  to  develop 
a  Harmony  House  transitional  housing  facility  for  the  homeless 
there.  The  mayor  of  Adantic  City,  a  community  with  a  very  poor 
inner-city  population  and  few  community  development  corpora- 
tions of  any  scale  or  expertise,  invited  New  Community  to  submit 
a  proposal  to  build  a  shopping  center  like  the  Pathmark  mall  it 
operates  so  successftilly  in  the  Central  Ward. 

In  Lambeitville  New  Community  is  working  with  a  local  CDC 
that  doesn't  have  experience  in  building  housing.  "We're  suggest- 
ing we'll  be  their  partner,"  Monsignor  Linder  explains.  "We  can  do 
all  the  processing,  physical  management  and  the  public  facilities. 
And  together,  we'll  form  a  CDC.  They'll  be  the  service  providers. 
It's  really  a  partnership  CDC.  They  don't  want  to  be  a  real  estate 
developer,  but  they're  excellent  providers  of  services.  We  know 
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how  to  do  development." 

Monsignor  Under  even  sees  a  national  role  for  New  Commu- 
nity. "We'd  like  to  do  training  or  run  education  programs,"  he  says, 
noting  that  in  an  average  week  five  groups  tour  New  Community's 
facilities.  "The  time  has  come  for  us  to  set  up  a  training  program, 
and  there  are  a  lot  of  possibilities  out  there  where  we  can  be 
helpful."  Another  role  he  foresees  for  New  Community  is  helping 
other  CDCs  find  partners  in  the  private  sector  around  the  country. 
The  Philadelphia  Federal  Reserve  Bank  has  taken  officials  from 
local  lending  institutions  on  tours  of  New  Community's  facilities. 
Monsignor  says,  "We've  had  some  positive  impaa  with  banks 
trying  to  help  local  Philadelphia  groups.  We  have  to  get  the  banks 
to  understand  CDCs.  We  have  to  expose  them  to  the  fact  that  this 
has  some  great  possibilities." 

The  range  of  services  the  organization  now  provides  is  so 
diverse  and  broad  that  it  is  rapidly  becoming  a  national  model  of 
a  group  that  has  overcome  the  American  habit  of  compartmental- 


izing virtually  everything.  This  organization  seems  to  understand 
how  to  integrate  all  the  services  it  delivers.  New  Community  treats 
poverty,  housing,  education  and  other  needs,  along  with  the 
myriad  services  it  provides,  as  critically  interrelated  elements  of  the 
well-being  of  residents.  It  is  a  valuable  lesson  for  other  community 
groups  and  municipal  governments  across  America. 

The  potential  for  spreading  the  knowledge  New  Community 
has  accumulated  and  the  news  about  its  hard-won  gains  is 
tremendous.  As  one  of  the  nation's  largest,  most  sophisticated  and 
most  successful  community  development  corporations,  NCC  stands 
as  both  a  compelling  example  and  a  potentially  valuable  resource 
to  other  CDCs  across  the  nation. 

"If  we  can  transfer  our  knowledge  to  people  in  other  cities  and 
states,"  Pat  Foley  notes,  "gradually  all  of  this  will  meet  and  overlap. 
It's  taken  us  25  years.  It  takes  twice  as  long  to  do  things  when  you're 
doing  something  that  hasn't  been  done  before.  Maybe  it  won't  take 
other  people  as  long  as  it's  taken  us." 
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CONITNUING 
HARSH  REALTITES 


ONEOFNEWCOMMUNrrV'S PEOPLE  ATTEMPT 

to  sugar-coat  or  downplay  the  challenges 
faced  by  the  neighborhood  they  love  so  much. 
No  one  tries  to  add  a  rosy  tint  to  the  oftentimes 
bleak  realities  of  the  world  surrounding  the  oasis 
they  bve  created.  These  NCC  people  are  the  ultimate 
realists.  Well  aware  of  who  they  are,  they  know  better  than  anyone 
else  the  limitations  of  what  a  single  group,  no  matter  how  skilled, 
dedicated  or  talented,  can  accomplish  in  a  nation  that  has 
overlooked  the  needs  of  cities  like  Newark  in  the  past  decade. 

From  the  mayor  on  down,  New- 
ark public  officials  shine  a  proud 
spodight  on  the  developments  that 
have  risen  downtown  in  recent  years, 
such  as  the  shining  Gateway  office 
towers  near  Penn  Station  and  the 
big  new  Port  Authority  building  for 
legal  and  communications  firms 
beside  the  Passaic  River.  They  boast 
of  their  growing  airport  and  seaport 
and  talk  about  the  All-America  City 
award  Newark  earned  and  the  "Re- 
naissance City"  moniker  that  has 
been  picked  up  and  repeated  in  the 
press.  It  is  an  understandable  exer- 
cise in  civic  pride. 

But  the  streets  of  the  Central 
Ward  and  conversations  with  the  people  of  New  Community  are 
where  the  sobering  picture  of  what  Newark  has  become  since  the 
1960s  emerges.  "The  environment  has  changed  over  the  last  25 
years,"  Monsignor  Linder  says,  "but  it  hasn't  gotten  better." 

The  Newark  of  1993  has  even  fewer  public  services  and  far 
more  pressing  problems  than  it  did  when  the  terrible  violence  of 
July  1967  erupted  Consider  the  plight  of  this  once-bustling  and 
mighty  city.  One  of  every  five  residents  has  fled  in  the  last  two 
decades,  leaving  Newark  with  fewer  people  than  it  had  in  1910  and 
abandoning  a  population  in  which  one  in  three  residents  is  poor 
and  more  desperately  in  need  of  services  than  ever  More  than  40 
percent  of  black  youth  are  unemployed.  Serious  illness  has 
Increased  dramatically,  from  a  renewed  tuberculosis  epidemic  to 


Ont  of  NCCs  newest  enttrprists  Is  Its  UnKonn  Hanulacturing  business 
which  is  kxated  In  spacious  surroundings  at  200  South  Orange  Ave. 
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the  ravaging  AIDS  epidemic.  A  stretched  and  frighteningly  inad- 
equate public  health-care  delivery  system  is  unable  to  provide 
either  routine  preventive  care  for  residents  or  inoculations  for 
children.  Newark's  infant  mortality  rate  is  higher  than  that  of  many 
Third  World  countries. 

On  the  streets,  the  epidemic  of  guns,  violence  and  drugs  exacts 
a  daily  toll  on  the  community.  Some  kids  hang  out  like  menacing 
shadows,  selling  crack  in  abandoned  doorways.  Others  steal  cars 
at  gunpoint,  and  then  die  in  fiery  crashes  after  the  police  chase 
them  dow^n.  Public 
housing  projects 
stand  boarded  up, 
their  windows 
sealed  with  cinder 
blocks,  huge  weeds 
poking  through  the 
sidewalks  and  the 
unsettling  spray- 
painted  calligraphy 
of  gang  graffiti 
climbing  the  w^alls. 

Despite  New 
Community's  val- 
iant efforts  to  build 
housing,  there  is  still 
a  grave  shortage  of 
affordable  housing 
—  decent  or  not. 
NCC's  waiting  list 
exceeds  10,000 
families.  The  New- 
ark Housing  Author- 
ity has  14,000  families  on  its  waiting  list,  people  waiting  for  the 
chance  to  live  in  housing  whose  horrors  are  known  around  the 
nation. 

Yet,  even  as  they  talk  about  these  and  other  problems.  New 
Community's  people  are  unfazed.  Having  proven  themselves 
worthy  of  any  challenge,  they  seem  energized  by  having  to  find 
new  ways  to  reach  out,  touch  and  influence  the  parts  of  the  Central 
Ward  that  extend  beyond  the  area  they  direcdy  conuol.  Of  course 
a  govemment  that  cared  about  neighborhoods  like  the  Central 
Ward  and  devised  programs  to  tackle  its  problems  would  help,  but 
New  Community's  people  are  prepared  to  do  what  they  can  to 
improve  life  in  the  world  around  them.  Especially  because  NCC  is 
a  safe  haven  within  a  much  more  violent  world  infested  with  crime 
and  dmgs,  .Monsignor  Under  says,  'We  have  to  reach  out  and 
influence  that  world." 

"The  only  thing  we  can  continue  to  do  is  keep  building  houses 
and  creating  jobs  in  whatever  fashion  we  have  to  do  it,"  Joe 
Chaneyfield  says.  "This  neighboriiood  is  going  to  continue  to  grow, 


jo/ce  Cook  and  Glona  Chambers  are  two  of  the  social 
outstanding  Social  Services  Department 


and  we're  going  to  continue  to  address  human  needs  so  people  can 
stay  in  the  neighborhood." 

Ruby  Dawson  puts  it  bluntly:  "We  don't  give  up.  Once  you  can 
get  people  together  and  communicate,  you  can  set  a  goal  and 
accomplish  what  you  set  out  to  do.  Never  give  up.  And  if  you  fall, 
you  get  up." 

If  there  is  a  single  source  of  frustration,  even  bitterness,  for  New 
Comniunity,  it  is  its  hot-and-cold  relationship  with  Newark's  own 
cit)'  administration.  After  its  initial  battles  of  the  1960s  and  1970s 

with  state  officials. 
New  Community 
developed  a  sym- 
pathetic relation- 
ship with  officials 
in  Trenton,  and  die 
state  has  been  a 
fairly  constant  and 
reliable  source  of 
support  ever  since, 
particularly  during 
the  administrations 
of  Republican 
Governor  Thomas 
Kean  and  his 
Democratic  suc- 
cessor, Jim  Florio. 
However,  New 
Comniunit)''s  rela- 
tionship with  New- 
3!k  City  Hall  has 
ranged  from  icy  to 
frosty  to  luke- 
warm, depending  on  die  time  and  city  administration. 

"We  put  90  percent  of  our  involvement  with  govemment  on  the 
state  side,"  Monsignor  Under  says.  "We've  done  well  widi  the  state 
govemment,  and  we  cultivate  the  relationship.  We're  less  threaten- 
ing to  state  govemment  and  we  can  be  important  allies.  Politically, 
we  have  to  understand  that  because  we're  such  a  large  entity  and 
tend  to  be  independent,  we're  always  going  to  have  problems  with 
city  ofl^icials.  I  don't  know  if  our  relationship  with  the  city  can  be 
improved  much.  The  ftindamental  issue  is  our  independence. 
They'd  say  it's  our  anogance." 

New  Community  has  been  through  three  Newark  municipal 
administrations,  beginning  with  the  political  machine  headed  by 
Hugh  Addonizio.  The  group's  relationship  with  Addonizio,  who 
was  fighting  a  desperate  and  fuule  battle  to  cling  to  power  in  the 
1960s  against  surging  black  politial  power,  was  generally  bad. 
New  Community  opposed  Addonizio's  urban  renewal  schemes, 
protested  the  comiption  of  his  sputtering  political  machine,  and 
was  generally  seen  as  being  sympathetic  to  the  black  politicians 


workers  who  work  with  families  in  NCfs 
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who  threatened  to  topple  the  mayor. 

Kenneth  Gibson,  who  became  one  of  the  first  black  mayors  of 
a  major  American  city  when  Addonizio  fell  from  power,  was  an 
original  New  Community  board  member  and  very  supportive  of 
building  low-income  housing  and  renewing  the  Central  Ward 
Even  so,  the  group's  relationship  with  Gibson  was  mixed,  particu- 
larly as  the  mayor  allied  himself  with  some  of  the  black  aaivists 
who  resented  New  Community's  success  in  building  housing  and 
starting  its  day-care  centers.  Gibson  found  New  Community  useful 
at  times,  particularly  during  the  Carter  Administration,  when  HUD 
officials  were  at- 
tracted by  the 
group's  impressive 
track  record,  a  fac- 
tor which  in  turn 
helped  Newari(  win 
federal  grants 
Overall,  however, 
New  Community 
and  Gibson  were 
often  at  odds. 

Eventually, 
Gibson  was  de- 
posed by  Sharpe 
James,  a  reform- 
minded  black  who 
ran  as  an  outsider 
trying  to  clean  up 
Newark's  notori- 
ously inefficient, 
corrupt  city  govern- 
ment. Again,  New 
Community's  rela- 
tionship with  James  has  been  mixed.  Some  protracted,  nasty 
confrontations  have  flared  between  the  community  group  and  the 
city  administration  in  recent  years.  New  Community's  leaders  say 
the  mayor  is  uninterested  in  neighborhood  issues,  and  obsessed 
with  downtown  projects  and  building  new  middle-income 
housing. 

These  stomiy  relationships  are  a  never-ending  source  of 
frustration  for  New  Community.  Normally  unflappable,  its  bitter- 
ness about  Newark's  city  government  is  all  the  more  pronounced 
because  it  is  so  intense  The  kind  of  antipathy  that  comes  from  years 
of  battles  has  left  rather  deep  scars.  "Each  time  we  need  something 
at  City  Hall  we  have  to  take  a  million  people  down  there,"  Madge 
Wilson  says,  her  pleasant  disposition  giving  way  to  the  sound  of 
frustration,  "it  shouldn't  be  that  way  But  whatever  we  want  to  do, 
we  have  to  fill  City  Hall  upstairs  and  downstairs  and  in  the  hallways 
before  they  get  scared  and  approve  it." 

"We  have  to  continue  to  hope  we  can  have  a  meeting  of  minds 


The  bright  and  eager  faces  of  these  youngsters  hold  a  world  of  promise  lor  a  sound  future  that  is  rooted 
in  their  present  experience  in  Babyland. 


with  the  politial  people  more  rapidly  than  we  have  right  now,"  Joe 
Chaneyfield  says.  "It  shouldn't  take  so  long  to  do  something  that's 
good  and  beneficial  to  people.  It  could  make  city  leaders  look 
better  than  New  Community.  They're  the  ones  who  get  the  credit 
for  what  we  do,  and  they  still  fight  us.  I  just  hope  that  we  make  a 
difference,  and  that  we  don't  have  to  fight  all  the  time  in  order  to 
build  for  people." 

The  complaint  heard  so  often  in  the  Central  Ward  is  relatively 
common  among  neighborhood  activists  across  the  nation.  The 
severe  neighborhood-city  hall  distrust  of  the  '60s  and  early  10s  — 

when  federally 
supported  loal 
anti-poverty 
groups  deliber- 
ately bypassed 
city  establish- 
ments, and  the 
established  po- 
litical machines, 
in  turn,  consid- 
ered the  neigh- 
borhood groups 
both  radical  and 
untiustworthy 
—  has  clearly 
dissipated.  In 
many  cities, 
strong  neighbor- 
hood activists 
have  moved 
onto  city  coun- 
cils, often  into 
mayors'  chairs. 
Yet  somehow,  a  harmonious  meeting  of  minds  and  approaches  is 
all  too  rarely  achieved.  One  reason  is  that  officials  in  city  hall, 
preoccupied  with  image  and  bond  ratings,  become  so  fixated  on 
doing  everything  for  downtown,  on  tending  to  an  image  measured 
by  the  square  footage  of  steel-and-glass  office  towers,  that  they 
ignore  the  very  real  needs  and  opportunities  in  the  city's 
neighborhoods. 

"City  officials  would  like  us  to  disappear,"  Monsignor  Linder 
says,  a  stunning  statement  about  an  organization  that  has  done  so 
much  to  revive  such  a  vital  and  huge  neighborhood.  "The  biggest 
tension  now  is  downtown  and  airport  development  versus  the 
neighborhoods.  They're  spending  too  much  cleaning  up  comdors 
coming  into  the  city  to  get  suburbanites  m  and  make  them  think 
there's  a  'New  Newarit.'  They  put  in  skywalks.  I've  stood  at 
Gateway,  and  I  don't  see  anyone  coming  from  our  community  to 
those  jobs.  We  subsidize  those  buildings.  We  spent  about  $30,000 
a  unit  subsidizing  market-level  housing,  and  we  have  one-third  of 


43 


401 


our  population  in  poverty.  The  middle-class  problem  we  need  to 
work  on  is  getting  poor  people  into  the  middle  class,"  he  notes, 
meaning  that  the  city  should  concentrate  on  lifting  poor  residents 
into  the  middle-income  brackets,  rather  than  recruiting  new 
middle-class  people  from  outside.  'The  mayor  is  very  conscious  of 
his  national  image.  That's  nice,  but  it's  not  how  a  city  is  going  to 
turn  itself  around." 

"It's  all  tight  to  develop  downtown,"  Arthur  Wilson  says,  "but 
if  only  one-fourth  of  the  energy  and  enthusiasm  that's  going  into 
developing  it  could  go  into  the  neighborhoods  where  the  people 
live,  this  city  could  really  experience  a  comeback.  There  should  be 
attention  on  downtown,  but  there  should  be  more  on  the  neigh- 
borhoods because  that's  where  the  people  are.  If  the  quality  of  the 
neighborhoods  improve,  then  you'll  get  those  people  downtown, 
and  you'll  be  able  to  support  it."  Wilson  believes  that  Newark  has 
effectively  handed  off  responsibility  for  taking  care  of  the  Central 
Ward  to  New  Community  so  that  it  can  husband  its  resources  for 
downtown  development. 

New  Community's  independence,  its  ferocious  insistence  on 
maintaining  complete  control  of  its  developments,  its  unremitting 
avoidance  of  political  entanglements  so  it  will  be  beholden  to  no 
one,  remains  one  of  the  group's  most  important  principles, 
especially  to  Monsignor  Linder. 

"If  /ou  compromise,  you're  dead  as  a  community  development 
group,"  he  says.  "'Vou  can't  let  them  place  people  in  the  apartments, 
or  fmd  jobs  for  the  people  they  send,  unless  they  go  through  the 
process  like  everyone  else.  Once  you  compromise  that  integrity, 
you've  lost  a  lot  It's  important  that  people  be  very  independent." 
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PERSEVERANCE, 

CHARACTER  AND 

HOPE 


EW  COMMUNmr  CORPORATION  MAY 

seem  unique  among  America's  commu- 
nity development  corporations,  yet  there 
are  few  secrets  to  its  compelling  successes. 
There  is  no  magic  or  mystery.  No  one  in  Newark's 
Central  Ward  has  concocted  a  special  formula  for 
neighborhood  revival  that  isn't  available  to  any  CDC  in  the  nation. 
If  New  Community  Corporation  has  a  special  weapon,  it  is  the 
people:  remarkable  individuals  who  are  astoundingly  relentless, 
single-minded  and  tireless  in  pursuing  their  goals.  Thanks  to 
hundreds  of  persistent  and  dedicated  individuals,  who  for  over  25 
years  have  steadfastly  refused  to  take  "no"  for 
an  answer,  New  Community  has  simply 
oudasted  many  of  its  opponents.  Thanks  to 
the  committed  outsiders  willing  to  use  their 
influence  when  it  has  been  needed,  New 
Community  has  been  able  to  circumvent  or 
overwhelm  the  obstacles  strewn  in  its  path. 
Time  after  time  New  Community  has  been 
left  standing  and  fighting  long  after  its  adver- 
saries have  given  up  and  gone  home. 

In  terms  of  the  Central  Ward's  remari«able 
revival  from  the  ashes  of  the  1967  summer 
disorders,  the  payoff  has  been-  immense. 
Urban  colonialism  has  been  shattered  as 
people  have  been  afforded  the  chance  to 
rescue  themselves  from  dependency  and 
despair  For  community  activists  across 
America,  New  Community's  singular  experi- 
ence during  the  last  quarter  century  ought  to 
serve  as  a  guide  to  the  possible  in  the  face  of  seemingly  insur- 
mountable odds. 

New  Community  has  a  long  history  of  showcasing  how  inspired 
leadership  and  a  core  of  selfless,  devoted  members  enable  a 
community  group  to  flourish  To  talk  to  people  in  New  Community 
is  to  understand  their  sense  of  pride  and  willingness  to  make 
personal  sacrifices  for  the  greater  good  of  a  neighborhood  they 
care  about  deeply. 

To  take  in  the  story  of  New  Community  is  also  to  discover  an 


Presidem  o(  the  Board  of  New  ConHnunity  Corporatian,  Anhjr  L  Wibon, 
wean  a  second  hat:  Prindpai  of  Sl  Kose  of  Una  SdwoL 
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organization  devoid  of  both  ego  and  leaders  who  jostle  for  the 
spotlight.  New  Community's  people  are  devoted  to  Monsignor 
WiUiam  Under,  and  liberal  in  their  praise  for  his  leadership.  He 
reftises  to  take  credit  for  the  group's  success,  insisting  rather  that 
CTedii  is  due  in  equal  measure  to  everyone  who  has  been  involved 
in  New  Community's  efforts.  In  1991  he  was  honored  by  the 
MacArthur  Foundation  as  the  recipient  of  a  coveted  MacAithur 
Fellowship,  or  "genius  grant,"  for  his  community  development 
activities  with  New  Community  and  in  the  Central  Ward.  Media 
attention  followed  in  its  wake,  but  Monsignor  Linder  remains  as 
modest  as  the  young  priest  who 
arrived  in  the  Central  Ward  in 
1963  and  |umped  into  a  ditch  to 
lay  pipes  with  Joe  Chaneyfield 
and  his  work  aew. 

Still,  the  people  of  New  Com- 
munity offer  accolades  that  leave 
no  doubt  about  their  deep  re- 
spea  and  affection  for  a  man 
who  has  cared  so  unfailingly  for 
the  Central  Ward  and  its  resi- 
dents. Ray  Codey  calls  him  "a 
gueriUa  on  behalf  of  the  commu- 
nity," not  at  all  an  individual  who 
fits  into  the  role  of  a  meek,  retir- 
ing parish  priest.  Pat  Foley  says 
only  half-jokingly  that  "adversity 
is  the  cocktail  he  takes  before 
dinner." 

Sister  Anastasia  Hearne 
praises  him  for  being  resilient 
and  forward-thinking.  'Father 
Linder  has  gone  through  his  own 
hell,  but  kept  his  own  vision 
alive,"  she  says,  "He  just  bounces 
back  when  someone  else  would 
have  been  smothered.  He's  kept 
his  vision  and  never  finished 
dreaming." 

And  Cecilia  Fauiks  says  that 
he's  a  visionary  who  has  taught 

everyone  with  whom  he's  come  in  contact  the  virtues  of  patience 
and  stubbom  persistence.  "Father  Linder  was  just  years  ahead  of 
society  in  his  dreams  and  plans  and  in  the  things  he  saw  that  could 
be  done,"  she  says  admiringly.  "He's  a  visionary.  He  just  kept  saying 
we  can  do  it.  It  will  be  done.  Don't  ever  take  no'  for  an  answer 
Because  no'  is  just  a  temporary  setback,  not  a  final  decision." 

The  glue  that  tnjiy  binds  New  Community  together  is  hope  for 
the  hiture,  dreams  of  a  Central  Ward  in  which  the  next  generation 
of  young  people  will  be  able  to  take  advantage  of  the  same  avenues 


The  WorM  of  Foods,  a  spectacular  food  court  in  tfit  NCC  NtJghborfiood 
Shopping  Center,  features  doiens  of  foods  from  popular  ethnic  and  American 
cuisines. 


of  advancement  as  children  in  the  suburbs.  'My  hope  is  to  see  that 
these  kids  go  to  school,  get  an  education  and  a  job  and  don't 
depend  on  public  assistance,"  Joe  Chaneyfield  says  of  his  aspira- 
tions for  his  neighborhood  and  its  people  in  the  fiiture.  "It's  our 
duty  to  continue  to  assist  in  that  way,  so  things  won't  always  be  the 
same  as  they  are  now.  We've  got  to  continue  to  build  things 
beause  if  we  don't  build,  if  we  don't  provide  hope,  there  will  be 
a  disaster.  These  kids  today  are  different  than  in  the  1960s  All  of 
them  are  walking  around  with  guns.  They're  sitting  on  a  keg  of 
dynamite,  and  they  don't  know  it.  Political  leaders,  spiritual  leaders 

all  have  to  put  on  their  think- 
ing aps  together  to  figure 
out  what  we  can  do  to  avoid 
losing  another  generation 
of  our  kids.  If  we  lose  an- 
other generation,  the  21st 
century  will  come  and  go 
with  two  generations  lost.  I 
just  hope  and  pray  that  we 
make  a  difference,  and  that 
I  can  see  my  grandchildren 
grow  up  one  day  in  a  good 
and  decent  society." 

So  many  stories  that  New 
Community's  people  relate 
are  laden  with  emotion  that 
comes  from  their  hopes  for 
a  brighter  hiaire,  an  out- 
look that  is  the  result  of  this 
tight-knit  group's  25  years 
of  striving.  Few  of  their 
words  are  more  compelling 
than  those  explaining  why 
the  people  of  the  Central 
Ward  have  made  such  im- 
mense personal  sacrifices 
day  after  day  for  the  sake  of 
their  neighborhood,  its 
people  and  New  Commu- 
nity. 

Mary  Smith  turned  New 
Community  and  Babyland 
into  a  seven-day-a-week  avcxation  that  she  balanced  with  her  full- 
time  job  as  the  direnor  of  a  Newark  senior  citizen  center.  For  much 
of  New  Community's  existence,  she  spent  vacations  and  days  off 
working  on  behalf  of  the  Central  Ward  and  her  neighbors.  She  still 
expresses  pride  about  die  mutually  respectful  relationships  she 
fomied  with  people  from  all  walks  of  life  over  the  yeai^.  But  there's 
sadness,  too,  since  she  discovered  some  of  her  friends  couldn't 
understand  her  dedication  to  the  Central  Ward  meant  she  wouldn't 
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abandon  it  for  a  new  life  in  the  suburbs,  even  tfiough  she  had  the 
financial  wherewithal  to  leave.  After  all,  why  would  anyone  live  in 
the  Central  Ward  unless  she  was  trapped  there? 

"People  have  asked  me  to  leave  the  city,"  she  says.  "I  told  one 
woman  that  1  could  move  out  of  Newark,  but  1  live  here  by  choice. 
Some  friends  took  me  to  dinner  to  discuss  it  with  me.  They  couldn't 
understand  that  1  don't  want  to  move  to  the  suburbs.  They  were 
leally  surprised  that  1  live  here  by  choice."  She  becomes  unchar- 
ictenstically  quiet  for  a  moment,  i  reaOy  think  that  conversation 
was  a  tummg  point,"  she  says  sadly.  "We  don't  get  together  as  often 
anymore." 

As  for  sustaining  her  unflinching  devotion  to  her  neighborhood 
for  so  long,  Mary  Smith  says,  "You  have  to  believe  in  what  you're 
doing.  You  really  have  to  have  a  love  for  people.  I  especially  can't 
stand  to  see  someone  suffer  or  go  without  something.  I  can't  stand 
to  see  someone  not 
have  a  place  to  leave 
their  child  or  unable 
lO  get  an  apartment. 
If  I  see  that,  nothing 
will  stop  me.  If  some- 
one says, '1  don't  have 
a  place  to  leave  my 
child,  or  I'll  lose  my 
job.'l'Utakethat  child. 
I  can't  stand  to  hear 
someone  say  they're 
living  in  an  apartment 
with  no  running  wa- 
ter or  that  they  can't 
fmd  a  place  to  live. 

"People  say  you'll 
get  burned  out."  she 
continues,  "but  I  don't 
get  tired  of  doing 

these  things.  There's  just  so  much  need  in  our  community  and  so 
many  good  people  that  you  just  don't  want  to  let  them  down.  Most 
of  them  just  need  a  helpmg  hand  —  an  apartment,  a  job,  day  care 
—  and  that's  all.  We're  here  to  be  our  brother's  and  sister's  helper. 
I  was  blessed  with  health  and  strength  and  a  big  mouth.  1  just  feel 
that  I'm  doing  the  work  that  God  wants  me  to  do  to  help." 

Joe  Chaneyfield  is  equally  eloquent  in  expressing  why,  at  the 
age  of  61,  he  has  as  much  energy  to  devote  to  New  Community  as 
he  did  25  years  ago.  "I  personally  have,  from  time  to  time,  asked 
myself  whether  it's  all  worth  it,"  he  says.  "Then,  when  I  guess  1  get 
over  the  blues,  I  realize  that  every  bit  is  worth  it.  Beause  I  know 
that  maybe  1  helped  shape  someone's  life.  Sure,  you're  swimming 
against  the  tide,  but  when  you  see  that  change  and  see  the  people 
walking  and  shopping  at  that  supermarket,  and  how  supportive 


Gty  children  enjoy  warm  weather  delights  during  the  Youth  Services  summer  program  under  the 
watchful  eye  of  dieir  counselor. 


people  throughout  Newark  are,  it  makes  a  difference.  We  touch 
every  field  of  human  life,  and  I'm  very  pleased  I  was  part  of 
touching  those  lives." 

Why  do  iC  Why  lx)ther?  How  can  someone  tolerate  all  those 
years  of  struggle?  The  final,  most  revealing  words  belong  to  Ruby 
Dawson,  who  battled  an  illness  for  years  and  threw  all  of  her  energy 
into  New  Community  when  she  recovered. 

"This  is  our  city,"  she  says.  "This  is  our  state.  This  is  our  country. 
This  is  where  we  live.  Many  of  us  could  move  out  now.  But  if 
everyone  had  that  attitude,  what  would  happen  to  the  others  who 
are  not  quite  as  well  endowed  with  your  own  mental  or  physical 
capacity?  I'm  awftiUy  fortunate  to  have  been  able  to  do  this  after 
getting  up  from  a  long  illness  of  20  consecutive  years  and  being 
hospitalized  for  long  periods.  Nothing  was  going  to  stop  me.  When 
I  was  ill,  I  used  my  phone  to  talk  to  school  principals.  When  a 

child's  mother  didn't 
know  how  to  go  for- 
ward, I  picked  up 
my  phone  and  called 
the  principal.  1  was 
in  my  bed  at  that 
time,  but  I  was  force- 
fill,  and  I  meant  it.  I 
would  tell  them  that 
ifthis  isn't  taken  care 
of,  I  will  come  to 
your  office  dressed 
in  my  robe.  I  was 
just  concerned. 

"It's  just  a  great 
life  I've  lived,"  she 
continues.  "I  have 
just  been  very 
blessed  I've  fought 
for  other  people. 
What's  in  it  for  me?  I  care.  If  everybody  had  walked  away,  what 
would  have  happened  to  me  when  I  was  ill?  I  was  brought  up 
aring  about  other  people.  It's  just  something  that's  always  been 
inside  me.  As  long  as  I  can  breathe,  I  will  be  one  of  those  caring 
people." 

And  so,  it  seems,  will  all  of  the  New  Community  family. 
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STATEMENT  OF  ROBERT  J  PACIOCCO,  EXECUTIVE  DIRECTOR  OF  THE  MID-EAST 
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THE  NATIONAL  ASSOCIATION  OF  DEVELOPMENT  ORGANIZATIONS  (NADO),  BEFORE  THE 
SUBCOMMITTEE  ON  ECONOMIC  GROWTH  AND  CREDIT  FORMATION  OF  THE  COMMITTEE 
ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS,  US  HOUSE  OF  REPRESENTATIVES,  MARCH 
17,  1994. 


Mr  Chairman,  members  of  the  Subcommittee,  I  am  Bob  Paciocco,  Executive  Director  of  the  Mid- 
East  Commission  in  Washington,  North  Carolina.  I  am  also  the  Immediate  Past  President  of  the  National 
Association  of  Development  Organizations  (NADO). 

I  would  like  to  thank  you,  Mr.  Chairman,  for  inviting  NADO  to  testify  at  today's  hearing  on 
reauthorization  of  the  Economic  Development  Administration  (EDA)  and  the  Appalachian  Regional 
Commission  (ARC).  EDA  is  the  federal  government's  most  effective  program  for  comprehensive  rural 
economic  development  and  ARC  serves  as  a  model  for  federal,  state,  regional,  local  and  private  sector 
cooperation. 

With  funding  requested  for  EDA  and  ARC  in  the  aoministration's  1995  budget  and  the 
administration's  support  for  reauthorizing  legislation,  NADO's  members  are  eager  to  move  ahead  to  renew, 
"reinvent"  and  improve  these  small  but  vital  agencies.  With  the  continued  backing  of  Congress,  the  advent 
of  an  interested  and  receptive  administration,  and  adequate  .unding,  EDA  and  ARC  will  become  more 
effective  partners  in  economic  and  community  development  efforts  in  rural  areas  and  small  cities. 

I  appreciate  this  opportunity  to  testify  in  support  of  a  five  year  reauthorization  for  EDA  and  ARC 
and  urge  the  members  of  this  subcommittee  to  build  upon  f  resident  Clinton's  requests  for  the  two 
agencies. 


National  Association  of  Development  Organizations  (NADO) 

The  National  Association  of  Development  Organizations  (NADO)  is  a  national  public  interest 
group  founded  in  1967  to  help  professionals  and  local  elected  officials  at  the  grassroots  level  share 
information  and  ideas.  The  association  is  the  leading  advocate  for  a  regional  approach  to  economic  and 
community  development  in  America's  rural  communities  and  small  cities    In  rural  areas,  economic 
conditions  and  development  needs  transcend  jurisdictional  boundaries.  Likewise,  strategies  and  solutions 
to  rural  distress  are  most  effective  when  implemented  at  the  substate,  multi-county  level.  As  a  result, 
NADO  members  provide  in  rural  areas  economic  and  community  development  assistance  to  local 
governments  and  the  private  sector  that  is  otherwise  unavailable 

NADO  members  are  regional  development  organizations,  known  variously  as  economic 
development  districts,  councils  of  governments,  area  development  districts,  regional  councils,  and  the  like. 
Regional  development  organizations  drafl  long-term  strategic  economic  development  plans,  perform  a 
wide  range  of  technical  assistance  activities,  and  provide  small  business  gap  financing    EDA  has 
supported  regional  development  efforts  through  the  Economic  Development  District  program    Attached 
to  our  testimony  is  the  June  1993  issue  of  the  Economic  Development  Digest,  a  monthly  publication  of  the 
NADO  Research  Foundation  in  cooperation  with  EDA,  the  US.  Forest  Service  and  the  Ford  Foundation 
This  issue  focuses  on  substate  regionalism  and  EDA  economic  development  districts 
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Reauthorization 

EDA  and  ARC  programs  have  met  with  success  since  their  development  in  the  1960s,  despite  being 
hampered  by  limited  funding  and  support  from  the  White  House  prior  to  the  Clinton  admiiustration.  This 
year,  Congress  has  the  opportunity  to  strengthen  EDA  and  ARC,  and  through  these  agencies  empower 
rural  and  small  metropolitan  America  to  participate  in  many  of  the  initiatives  introduced  by  President 
Clinton    To  do  this,  I  would  like  to  touch  on  some  areas  where  EDA  is  working  well,  but  could  be 
strengthened,  and  others  where  EDA  is  not  working  so  well  and  should  be  improved  as  Congress  considers 
reauthorizing  legislation. 

Public  Works  Grants 

In  a  survey  conducted  jointly  last  year  by  NADO,  the  National  Association  of  Counties  and  the 
National  Association  of  Towns  and  Townships,  economic  development  professionals  and  local  elected 
officials  identified  infrastructure  development  (and  the  lack  of  infrastructure)  as  their  primary  concern.  For 
rural  and  small  metropolitan  areas,  EDA  Title  I  Public  Works  grants  are  a  major  source  of  infrastructure 
funding  for  projects  related  to  economic  development.  Other  federal  programs,  such  as  the  Department  of 
Housing  and  Urban  Development's  small  cities  Community  Development  Block  Grant  program,  are 
funneled  through  states,  which  ofren  attach  additional  requirements  making  funding  inflexible    In  plain 
terms,  rural  areas  rely  on  EDA  infrastructure  grants  and  EDA  grants  work  to  create  private  sector  jobs. 

However,  community  and  economic  development  has  been  severely  limited  due  to  a  lack  of 
funding.  In  response  to  President  Clinton's  stimulus  proposal,  EDA  invited  applications  for  public  works 
grants  at  an  increased  rate  in  expectation  of  additional  funding   The  funding  was  denied  when  the  Senate 
killed  the  President's  stimulus  package   This,  coupled  with  EDA's  expedited  invitation  for  grant 
applications  has  caused  the  development  of  a  pipeline  for  public  works  grants  and  the  obligation  of  most  of 
EDA's  public  works  funds  for  fiscal  year  1994. 

In  recent  testimony  EDA  said  that  they  carried  over  118  public  works  projects  from  fiscal  1993  to 
1994  and  that  they  will  not  be  able  to  fund  all  of  the  projects  pending  for  1994    NADO  supports  a 
minimum  of  a  $100  million  increase  in  the  authorization  level  for  rural  infrastructure  projects  in  F  1995  to 
help  meet  demand  and  clear  the  bottleneck  in  the  application  pipeline. 

EDA  grants  are  very  successful  and  effective    In  fiscal  year  1992,  EDA  awarded  178  public  works 
grants  totaling  $153  3  million  of  federal  dollars    After  local  matching  funds  were  added,  the  projects 
totaled  $329  5  million.  These  projects  leveraged  $797  6  million  in  private  sector  investment  and  created 
28,489  jobs     The  average  dollar  to  jobs  ratio  was  $5,382  per  job  created    In  almost  all  cases,  the  projects 
would  not  have  been  undertaken,  and  these  jobs  would  not  have  been  created,  without  EDA  public  works 
assistance.  /  emphasize  that  $153.3  million  in  federal  funds  leveraged  approximately  xven  times  that 
amount  in  local  and  private  dollars  —  $176  2  in  local  funds  and  $797  6  million  in  private  funds. 

In  addition,  NADO  urges  Congress  to  streamline  the  public  works  grant  application  process 
Currently  applications  must  be  review  by  a  Federal  Assistance  Review  Board  (FARB)    The  FARB 
process,  added  during  the  Reagan  administration  as  an  additional  review  step,  is  unnecessary  and  should  be 
eliminated  to  speed  up  the  grant-making  process   This,  along  with  increased  funding,  will  help  get  the 
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pipeline  flowing  at  a  steady  pace. 


Economic  Development  Districts 

NADO  also  supports  the  findings  of  EDA's  Economic  Development  District  (EDD)  Quality  Action 
Team  (QAT)  final  report,  released  in  December,  1992.  The  QAT  recommended  that,  should  new  funds  be 
made  available  for  EDDs,  they  be  allocated  in  the  following  manner:  up  to  one-third  to  fund  new  EDDs, 
at  least  one-third  to  increase  the  base  funding  level  of  all  EDDs,  and  up  to  one-third  for  supplemental 
funding  and  one-time  grants. 

A  1990  study  by  the  Kansas  Center  for  Community  Economic  Development  (KCCED)  determined 
that  the  development  district  program  makes  a  major  impact  in  small  cities  and  rural  areas,  and  that  the 
program  should  be  expanded    Currently,  EDA  has  designated  a  number  of  regional  organizations  as 
development  districts,  yet  limited  resources  prevent  the  agency  from  funding  these  districts    I  understand 
that  EDA  has  a  list  of  over  30  additional  regions  that  it  would  like  to  designate  and  fund  if  adequate 
funding  became  available.  NADO  members  are  eager  to  expand  the  development  district  planning 
program.  Seed  funding  for  planning  and  local  technical  assistance  is  the  key  to  tapping  the  development 
potential  in  our  nation's  smaller  communities  and  rural  regions 

Many  EDDs  are  receiving  the  same  amount  they  were  originally  awarded  in  1970    This  means  that 
in  real  terms,  allowing  for  inflation,  most  EDDs  are  funded  well  below  1970  levels    Although  the  amount 
awarded  EDDs  is  very  small  (a  $55,000  base  level),  it  helps  to  provide  the  professional  staff  needed  to 
provide  technical  assistance  for  community  development  and  economic  diversification.  In  fiscal  1993, 
EDA  provided  matching  funds  to  293  multi-county  economic  development  districts  (EDDs)  in  46  states 
for  strategic  planning  and  technical  assistance  to  local  governments. 


Regional  Development  Organizations  Role  in  Rural  America 

Rural  local  governments  depend  on  regional  development  organizations  --  economic  development 
districts  —  for  professional  assistance.  In  most  rural  communities,  rural  elected  officials  serve  on  a  part- 
time  basis  and  have  little  or  no  staff.  Of  the  40  municipalities  in  my  five  county  region,  27  do  not  have 
managers  or  administrators,  and  of  these,  16  have  only  a  part-time  town  clerk    Therefore,  my  organization 
serves  to  augment  and  support  the  efforts  of  local  elected  officials.  Most  multijurisdictional  organizations 
are  also  multifunctional,  providing  a  variety  of  services  from  job  training  programs  to  solid  waste  disposal 
planning  to  providing  capital  for  economic  development  lending—  according  to  each  region's  needs.  In  my 
region,  besides  my  economic  development  department,  I  have  a  department  of  aging,  a  job  training 
department,  a  land  use  palnning  department,  a  community  development  department,  an  emergency  medical 
services  department,  a  criminal  justice  deaprtment,  and  a  senior  employment  department 

Small  businesses  of^en  turn  to  regional  financing  programs  to  help  leverage  private  investment  and 
ease  the  credit  gap  found  in  rural  America.  For  more  than  25  years,  economic  development  districts  have 
exemplified  the  public-private  approach  to  economic  development.  Many  help  rural  entrepreneurs  and 
small  businesses  secure  otherwise  unavailable  capital    A  majority  of  economic  development  districts 
manage  EDA  revolving  loan  flinds  and  many  serve  as  the  delivery  mechanism  for  such  programs  as  the 
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Rural  Development  Administration's  Intermediary  Relending  Program  and  other  lending  programs. 


According  to  a  1990  study  by  EDA,  for  every  $1  dollar  an  EDA  RLF  invests  in  a  local  enterprise, 
$4.5  private  sector  dollars  are  leveraged. 

It  should  also  be  noted  that  many  development  districts  also  serve  as  Small  Business  Administration 
(SBA)  504  Certified  Development  Companies  (CDCs).  In  fact,  were  it  not  for  the  EDA  district  program, 
rural  areas  would  not  have  the  staff  capacity  to  manage  CDCs.  Approximately  one  half  of  all  SBA  CDCs 
were  established  by  development  districts  in  rural  areas.  I  should  stress  that  without  these  programs,  many 
small  businesspeople  and  entrepreneurs  in  rural  areas  would  be  denied  access  to  funding  for  startup  or 
expansion  of  small  businesses.  In  my  own  region  we  offer  our  citizens  five  business  loan  programs  with 
loan  amounts  ranging  from  $8,000  to  $1  million    In  the  last  four  years  we  have  made  approximately  90 
loans  totalling  $2  million.  These  loans  leveraged  an  additional  $2.5  million  in  private  sector  funds  and 
created  190  jobs. 

Clearly,  EDA's  economic  development  districts  have  played  a  crucial  role  in  making  small  business 
financing  programs  available  throughout  rural  America.  We  are,  therefore,  dismayed  that  the  Community 
Development  Financial  Institutions  (CDFI)  bill  (H.R.3474/S.  1275)  excludes  many  economic  development 
districts  from  eligibility  to  receive  fiinds  under  the  CDFI.  The  current  definition  excludes  any  organization 
that  is  "an  agency  or  instrumentality  of  the  US  or  of  any  state  or  political  subdivision  of  a  state."  With  a 
renewed  emphasis  on  public-private  partnerships,  we  cannot  understand  why  districts  who  are  currently 
managing  RLFs  and  other  finance  programs  are  excluded  from  eligibility    This  bill  has  passed  the  House 
and  is  pending  in  the  Senate.  We  urge  this  subcommittee,  which  is  holding  these  hearings  to  renew  EDA 
to  support  our  efforts  to  make  districts  eligible  as  CDFIs  so  that  business  financing  programs  will  be 
available  throughout  rural  America 

We  oppose  the  administration's  request  to  make  CDFIs  and  other  nonprofit  organizations  eligible 
for  Title  IX  funding  The  administration  has  requested  a  cut  in  Title  IX  fiinds  for  1 995,  has  a  waiting  list 
for  RLF  funding  and  yet  wants  to  dilute  the  effectiveness  of  the  program  by  encouraging  new  agencies  to 
set  up  programs  which  are  not  part  of  an  overall  local  economic  development  strategy. 

Knowing  of  this  subcommittee's  interest  in  expanding  business  finance,  we  urge  you  to  increase  the 
authorization  level  for  Title  IX  so  that  more  development  districts  can  participate  and  make  small  business 
lending  part  of  their  overall  economic  development  program 


Rural  America  and  EDA/ARC 

Despite  many  popular  misperceptions  of  rural  America,  one  in  every  four  Americans,  or  62  million 
people,  live  in  rural  areas    An  additional  1 5  million  people  live  in  small  metropolitan  areas.  Nationwide, 
there  are  approximately  140  small  metropolitan  regions  with  under  250,000  residents.    These  77  million 
Americans  share  many  of  the  problems,  such  as  poverty  and  high  unemployment,  more  commonly 
associated  with  residents  of  big  cities    However,  residents  of  rural  areas  and  small  cities  face  many  unique 
obstacles  not  shared  by  urban  dwellers  due  to  a  number  of  factors  including  low  population  density,  small 
tax  bases,  scarcity  of  capital,  shortage  of  local  leadership  and  the  deficiency  of  planning  and  technical 
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expertise  in  small  communities  related  to  these  obstacles. 


Rural  Americans  are  employed  in  sectors  far  more  diverse  than  farming:  only  7  percent  of  rural 
residents  are  employed  in  agricultural  industries,  while  29  percent  are  employed  in  service  industries  and  21 
percent  hold  manufacturing  jobs. 

Furthermore,  rural  Americans  face  a  lower  r\jral  per  capita  income  ($13,786)  than  the  national 
average  ($17,592);  a  higher  rate  of  unemployment  (8.5  percent)  than  the  national  average  (7.6  percent);  a 
greater  poverty  rate  (16.8  percent)  than  the  national  average  (12.4  percent),  as  well  as  a  higher  rate  of 
students  dropping  out  of  high  school  (30.8  percent)  than  the  national  average  (23.5  percent)    Again,  in  our 
region  these  figures  are  much  worse. 

With  federal  and  state  cutbacks  moving  our  intergovernmental  partnership  into  an 
intergovernmental  system  of  mandates,  rural  local  governments  increasingly  rely  on  regional  organizations 
for  answers  to  their  development  needs.  Indeed,  regionalization  encompasses  long-term  development 
plaiming,  local  government  services,  economic  development  activities,  and  environmental  management. 
All  of  which  are  included  in  elements  of  ED  A's  overall  development  strategy    Across  the  country,  EDA's 
economic  development  districts  and  ARC's  local  development  districts  are  the  catalysts  for  strategic 
planning  in  rural  America. 

We  view  economic  development  broadly,  including  small  business  development  and  traditional 
infrastructure  construction,  but  also  in  non-traditional  areas  such  as  telecommunications,  health  care,  job 
training,  day  care  and  education.  Providing  technical  assistance  to  local  governments  and  the  private 
sector,  regional  development  organizations  respond  to  the  needs  that  are  identified  at  the  local  level,  by 
local  people    Through  the  years,  the  Economic  Development  Administration's  modest  investment  in 
regional  development  organizations  in  rural  America,  as  well  as  ARC's  work  in  its  13-  state  region,  has 
been  enormously  important  in  building  capacity  and  stimulating  growth  in  local  economies    EDA  and  ARC 
have  provided  the  institutional  capacity  and  development  dollars  otherwise  unavailable. 


Defense  Conversion 

NADO  also  urges  EDA  to  use  economic  development  districts  as  part  of  its  defense  conversion 
strategy    In  distressed  communities,  EDDs  are  prepared  to  respond  to  and  meet  local  needs  as  identified  at 
the  local  level.  EDDs  have  the  flexibility  to  respond  to  challenges  and  the  capacity  to  provide  rural 
communities  with  the  ability  to  react  to  new  causes  of  economic  distress,  such  as  base  or  industry  closure 
due  to  military  downsizing    Economic  development  districts,  as  part  of  the  overall  economic  development 
program  (OEDP)  they  prepare,  as  required  by  EDA,  can  help  communities  plan  for  defense  conversion 
related  problems  and  prepare  a  regional  strategy  to  counter  these  obstacles. 

While  communities  affected  by  base  closings  should  receive  assistance,  our  members  are  concerned 
that  in  1995  EDA  is  requesting  $140  million  for  defense  economic  investment  (a  $60  million  increase) 
while  the  agency  is  requesting  only  $131  million  for  its  entire  Title  I  public  works  program  (a  $41  million 
decrease)    There  are  thousands  of  communities  which  never  benefitted  from  large  defense  expenditures  or 
the  accompanying  economic  boom  of  the  1980s   With  a  backlog  of  economic  development  public  works 
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projects,  we  believe  additional  funds  are  needed  in  Title  I 


When  defense  conversion  funds  were  made  available  in  previous  years,  funds  were  transferred  from 
the  Department  of  Defense  to  EDA.  With  a  severely  restricted  domestic  discretionary  budget,  we  believe 
that  the  funds  should  be  transferred  from  DOD  and  not  provided  from  the  domestic  budget 


Conclusion 

Mr  Chairman  I  appreciate  your  inviting  NADO  to  testify  at  these  important  hearings    Our 
members  look  forward  to  working  with  you  and  Chairman  Wise  of  the  Economic  Development 
Subcommittee  to  pass  a  five-year  reauthorization  bill  through  the  House  and  the  Senate  this  year 

I  will  be  happy  to  answer  questions. 
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The  New  York  Times  Magazine 
"Letters  to  the  Editor" 
February  13,  1994 


The  Myth  of 

Community 

Development 


Nicholas  Lcmann's  article 
is  unfair,  wrong  and 
harmful.  He  presenis  a 
scorching  critique  of  efforts 
to  revitaliz-c  blighted  urban 
communities,  going  back  to 
the  end  of  World  War  II.  He 
argues  that  advocates  of  ur- 
ban-aid efforts  always  prom- 
ise the  sun  and  don't  even 
deliver  a  sunspoi.  They 
promise  "economic  rcvital- 
ization,"  by  which  he  means 
business  development,  but 
their  main  work  is  something 
else.  However,  in  an  almost 
apologetic  last  paragraph,  he 
concedes  that  community  de- 
velopment corporations  build 
houses  and  provide  social 
services,  including  job  train- 
ing. Aren't  houses  and  job 
training  "economic  revital- 
ization"? 

Moreover,  these  groups  are 
doing  this  without  a  lot  of 
hoopla,  building  from  the 
ground  up.  A  recent  study  says 
there  arc  some  2,000  such 
groups  operating  today  and 
that  they  have  solid  accom- 
plishments. Furthermore,  com- 
munity development  corpora- 
tions arc  increasingly  turning 
their  attention  to  business  de- 
velopment in  their  target  areas. 

KJCHAFID  f.  NATHAN 

Direclor 

ThrNrlsnnA  RnrkrWlrr 

Inititute  of  Govemmeni 

Albany 
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Opening  Statement  of  the  Honorable  Paul  E.  Kanjorski 
Chairman,  Subcommittee  on  Economic  Growth  and  Credit  Formation 

March  22, 1994 

Hearing  on  the  Reauthorization  of  the  Economic  Development 
Administration  and  the  Appalachian  Regional  Commission 

This  morning  the  Subcommittee  meets  to  receive  testimony  on  the 
reauthorization  of  the  Economic  Development  Administration  (EDA)  and  the 
Appalachian  Regional  Commission  (ARC). 

In  recent  years  the  EDA  has  been  called  upon  to  assist  an  increasing 
number  of  regions  and  communities  around  the  country  experiencing  economic 
difficulty.  The  EDA  has  been  playing  a  major  role  in  disaster  recover  efforts  after 
hurricanes,  floods  and  earthquakes,  in  defense  conversion  and  adjustment,  and  in 
numerous  economic  renewal  efforts  of  both  rural  and  urban  communities.  The 
three  roundtable  hearings  the  Subcommittee  is  holding  have  been  structured  to 
allow  a  wide  range  of  ideas  and  experiences  about  how  the  EDA  should  be 
retooled  and  reorganized  to  meet  these  needs  in  the  coming  decades. 

In  the  first  hearing  we  asked,  what  new  approaches  to  economic 
development  should  the  EDA  incorporate  into  its  programs?  In  the  second  hearing 
we  continued  this  examination,  asking,  what  can  we  learn  from  successfiil  state 
and  local  initiatives  that  represent  "best  practices"  in  economic  development? 

At  these  hearings  there  seemed  to  be  a  consensus  that  the  EDA  should 
consider  adopting  additional  approaches  to  economic  development,  beyond  its 
traditional  emphasis  on  fiinding  public  works  and  infrastructure  projects.  This 
includes  such  strategies  as  equity  fmancing  for  technology-based  business 
development,  industrial  services,  and  industrial  retention  strategies. 

At  this  morning's  hearing  we  want  to  draw  upon  what  we  learned  from  the 
first  two  hearings,  asking  more  specifically,  how  can  we  improve  the  delivery  of 
EDA's  services?  We  also  will  consider  a  number  of  associated  issues,  some  of 
which  were  touched  upon  in  the  other  two  hearings,  as  well.  For  example: 

Should  we  expand  the  EDA's  client  base  so  that  Community  Development 
Corporations,  non-profits  and  other  entities  are  eligible  to  be  intermediaries  in 
EDA  grants  programs? 

What  is  an  appropriate  balance  between  urban  and  rural  communities  with 
respect  to  EDA's  assistance  programs? 

How  can  abandoned  land  reuse  sttategies,  such  as  proposed  in  H.R.  2070 
introduced  b\'  Rep.  Mfume,  be  incorporated  into  EDA's  programs? 
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How  can  EDA's  defense  conversion  program  be  most  effectively 
structured?  Should  the  conversion  budget  be  merged  with  the  other  economic 
adjustment  fimds,  thus  requiring  conversion  projects  to  compete  with  other  types 
of  adjustment  efforts  for  the  same  pool  of  funds? 

I  want  to  welcome  our  panelists.  I  look  forward  to  your  testimonies,  and  in 
particular,  your  thoughts  on  these  questions? 
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Mr.  Chairman  and  members  of  the  subcommittee,  thank  you 
for  the  opportunity  to  appear  before  you  today.  I  am  Patrick  J. 
McManus,  Mayor  of  Lynn,  MA.  I  am  testifying  today  on  behalf  of 
The  United  States  Conference  of  Mayors  to  reaffirm  our  strong  and 
continuing  support  of  the  Economic  Development  Administration 
and  its  programs. 

As  Chairman  of  the  Mayors'  Subcommittee  on  Science  and 
Technology  and  a  member  of  the  Mayors'  Urban  Economic  Policy 
Committee,  I  am  very  concerned  about  federal,  state  and  local 
economic  development  initiatives  and  their  impact  on  cities.  I  am 
particularly  concerned  about  technology  initiatives. 

Technology 

I  believe  EDA  has  an  instrumental  role  to  play  in  assuring  that 
our  nation's  economic  growth  and  technology  diffusion  reach  aU 
people  and  that  all  cities  participate  in  the  booming  information 
transformation  on  the  horizon.  We  must  ensure  that  we  provide 
opportunities  -  not  obstacles  --  for  enhancing  the  performance  of  all 
people. 

We  applaud  the  Administration's  commitment  to  create  a 
technology  policy  and  support  the  move  from  building  swords  to 
building  plowshares  or,  more  correctly,  building  swords  and 
plowshares  with  a  focus  on  dual-use  technologies. 

We  support  the  lead  role  the  Commerce  Department  is  expected 
to  play  in  bringing  about  technology/industrial  policy,  which  is  to  be 
as  concerned  with  our  nation's  economic  security  as  our  nation's 
military  security.  The  transition  from  a  war-time  to  a  peace-time 
economy  has  not  been  easy  for  many  cities  and  no  one  knows  this 
better  than  the  nation's  mayors  who  feel  every  corporate  lay-off,  base 
closure  and  productivity  downsizing. 
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We  support  the  establishment  of  advanced  manufacturing 
centers  and  the  opportunities  they  can  provide  for  small  and 
medium-sized  manufacturers,  especially  those  in  America's  inner 
cities.  America's  inner  cities  are  viewed  by  many  as  a  drag  on  the 
nation's  economic  development,  when  in  fact  they  can  become 
engines  for  our  economic  growth  and  recovery. 

The  Mayors  are  particularly  supportive  of  the  new  Office  of 
Economic  Conversion  Information  and  the  Administration's  seamless 
approach  to  ensure  that  government  agencies  cooperate  on  economic 
conversion  issues  so  that  communities  affected  by  defense  downsizing 
and  economic  restructuring  not  be  given  the  run-around  and  further 
victims  of  buck-passing  and  paper  shuffling. 

If  it  is  true  what  the  futurists  say,  that  we  are  becoming  a 
nation  of  haves  and  have  nots,  then  it  is  the  role  of  the  federal 
government  and  agencies  like  EDA  to  ensure  that  profits  are  not  put 
before  people  ...that  technology  and  hope  bring  a  better  tomorrow  for 
all  Americans.  But  to  be  successful  this  must  be  done  in  concert 
with  the  local  government  if  it  is  to  stay  on  track.  OECI,  for 
example,  while  beneficial,  is  not  as  widely  used  nor  as  complete  as 
it  could  and  should  be...Because  the  federal  government  learns  best 
from  local  models/successes,  we  invite  EDA  and  OECI  specifically  to 
learn  best  from  our  experiences  with  our  own  technology  data  base 
established  more  than  a  decade  ago.  The  U.S.  Conference  of  Mayors 
has  had  an  electronic  data  base  for  ten  years  which  cities  use  to, 
share  ideas  and  information  on  what  works  and  what  doesn't. 
There's  no  sense  reinventing  the  wheel.  OECI  should  be  using  our 
information  and  our  network  in  cities  throughout  the  country. 

We  encourage  EDA  to  work  with  us.  We  know  our  cities  and 
together  we  can  build  a  better  EDA  and  a  stronger  America.  EDA 
can  be  instrumental  in  the  nation's  economic  and  technological 
diffusion  to  ensure  that  all  Americans  have  access  to  and  can 
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participate  in   the  booming  information  transformation  on  the 
horizon. 

Infrastructure  and  Traditional  EDA  Activities 

Mr.  Chairman,  we  believe  that  EDA  is  uniquely  positioned, 
perhaps  uniquely  so  among  federal  agencies,  to  help  put  hundreds 
of  thousands  of  Americans  back  to  work  repairing  our  crumbling 
infrastructure. 

This  is  especially  true  of  funds  for  construction  or  repair  and 
rehabilitation  of  public  facilities  which  expands  employment 
opportunities,  retain  private  businesses,  and  encourages  private 
investment.  Manufacturing  and  industrial  plants  cannot  function 
without  adequate  roads  and  bridges,  without  efficient  water  and 
sewer  systems,  without  the  basic  public  infrastructure  to  support 
their  operations.  Yet  so  much  of  our  basic  public  infrastructure 
today  is  in  a  drastic  state  of  repair,  victim  of  years  of  neglect  and  a 
sharp  decline  in  public  capital  investment. 

By  addressing  infrastructure  needs,  EDA  can  help  our  countiy 
to  become  more  economically  competitive.  The  agency's  planning 
and  assistance  programs  have  historically  made  an  important 
contribution  to  improving  the  nation's  productive  capacity.  Those 
programs  provide  tools  for  business-government  partnerships  to 
produce  the  goods  which  can  compete  in  the  increasingly  competitive 
world  marketplace. 

Public  works  and  economic  development  are  linked  together 
inextricably  in  the  real  world  around  us.  Long-term  economic 
growth  cannot  be  sustained  without  a  sound  infrastructure,  without 
attention  to  the  need  for  public  capital  investment,  for  public  works. 
That  has  been  the  central  concern  of  EDA  for  over  25  years.  It  needs 
to  be  reemphasized  and  reinvigorated. 


422 


The  Conference  of  Mayors  would  also  like  to  draw  to  your 
attention  the  concern  of  cities  that  there  is  currently  an  imbalance 
in  the  distribution  of  EDA  funds  between  urban  and  rural  areas; 
rural  areas  now  receive  the  lion's  share  of  EDA  funds.  Mayors 
would  urge  a  change  in  present  policy  so  that  there  would  be  an  even 
distribution  of  EDA  ftinds  to  urban  and  rural  areas. 

Thank  you  again  for  this  opportunity  to  speak  with  you  today. 
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STATEMENT  OF  ALICEANN  WOHLBRUCK,  EXECUTIVE  DIRECTOR  OF  THE  NATIONAL 
ASSOCIATION  OF  DEVELOPMENT  ORGANIZATIONS  (NADO),  BEFORE  THE 
SUBCOMMFTTEE  ON  ECONOMIC  GROWTH  AND  CREDIT  FORMATION  OF  THE 
COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS,  U.S.  HOUSE  OF 
REPRESENTATIVES,  MARCH  22, 1994. 


Mr.  Chainnan,  members  of  the  Subcommittee,  I  am  Aliceann  Wohlbruck,  Executive  Director  of  the 
National  Association  of  Development  Organizations  (NADO). 

I  would  like  to  thank  you,  Mr.  Chairman,  for  inviting  NADO  to  testify  at  today's  hearing  on 
reauthorization  of  the  Economic  Development  Administration  (EDA)  and  the  Appalachian  Regional 
Commission  (ARC).  EDA  is  the  federal  government's  most  effective  program  for  comprehensive  rural 
economic  development  and  ARC  serves  as  a  model  for  federal,  state,  regional,  local  and  private  sector 
cooperation. 

With  funding  requested  for  EDA  and  ARC  in  the  administration's  1995  budget  and  the 
administration's  support  for  reauthorizing  legislation,  NADO's  members  are  eager  to  move  ahead  to  renew, 
"reinvent"  and  improve  these  small  but  vital  agencies  With  the  continued  backing  of  Congress,  the  advent 
of  an  interested  and  receptive  administration,  and  adequate  funding,  EDA  and  ARC  will  become  more 
effective  partners  in  economic  and  community  development  efforts  in  rural  areas  and  small  cities. 

I  appreciate  this  opportunity  to  testify  in  support  of  a  five  year  reauthorization  for  EDA  and  ARC 
and  urge  the  members  of  this  subcommittee  to  build  upon  President  Clinton's  requests  for  the  two 
agencies. 

National  Association  of  Development  Organizations  (NADO) 

The  National  Association  of  Development  Organizations  (NADO)  is  a  national  public  interest 
group  founded  in  1967  to  help  professionals  and  local  elected  officials  at  the  grassroots  level  share 
information  and  ideas.  The  association  is  the  leading  advocate  for  a  regional  approach  to  economic  and 
community  development  in  America's  rural  communities  and  small  cities.  In  rural  areas,  economic 
conditions  and  development  needs  transcend  jurisdictional  boundaries.  Likewise,  strategies  and  solutions 
to  rural  distress  are  most  effective  when  implemented  at  the  substate,  multi-county  level.  As  a  result, 
NADO  members  provide  in  rural  areas  economic  and  community  development  assistance  to  local 
governments  and  the  private  sector  that  is  otherwise  unavailable. 

NADO  members  are  regional  development  organizations,  known  variously  as  economic 
development  districts,  councils  of  governments,  area  development  districts,  regional  councils,  and  the  like. 
Regional  development  organizations  draft  long-term  strategic  economic  development  plans,  perform  a 
wide  range  of  technical  assistance  activities,  and  provide  small  business  financing.  EDA  supports  regional 
development  efforts  through  the  Economic  Development  District  program 
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In  1988  NADO's  leaders  created  the  NADO  Research  Foundation  to  provide  research,  education 
and  training.  The  foundation  produces  the  Economic  Development  Digest  10  times  per  year  for 
development  professionals  and  local  officials  in  small  cities  and  rural  areas   We  also  are  conducting 
regional  solid  waste  management  and  revolving  loan  fund  training  for  rural  officials.  We  also  maintain  a 
database  of  innovative  development  programs  and  are  participating  in  an  international  exchange  program 
with  officials  in  the  former  East  Germany.  In  addition,  this  year  we  are  sponsoring  the  Partnership  Project 
with  funding  from  the  Ford  Foundation  to  encourage  collaboration  among  governmental  and 
nongovemmetal  organizations  in  rural  areas. 

Economic  Development  Districts 

A  1990  study  by  the  Kansas  Center  for  Community  Economic  Development  (KCCED)  determined 
that  the  development  district  program  makes  a  major  impact  in  small  cities  and  rural  areas,  and  that  the 
program  should  be  expanded.  Currently,  EDA  has  designated  a  number  of  regional  organizations  as 
development  districts,  yet  limited  resources  prevent  the  agency  fi-om  funding  these  districts.  I  understand 
that  EDA  has  a  list  of  over  30  additional  regions  that  it  would  like  to  designate  and  fund  if  adequate 
funding  became  available.  NADO  members  are  eager  to  expand  the  development  district  planning 
program.  Seed  funding  for  planning  and  local  technical  assistance  is  the  key  to  tapping  the  development 
potential  in  car  nation's  smaller  communities  and  rural  regions. 

Many  EDDs  are  receiving  the  same  amount  they  were  originally  awarded  in  1970.  This  means  that 
in  real  terms,  allowing  for  inflation,  most  EDDs  are  funded  well  below  1970  levels    Although  the  amount 
awarded  EDDs  is  very  small  (a  $55,000  base  level),  it  provides  the  professional  staff  needed  to  provide 
technical  assistance  for  community  development  and  economic  diversification.  In  fiscal  1993,  EDA 
provided  matching  funds  to  293  multi-county  economic  development  districts  (EDDs)  in  46  states  for 
strategic  planning  and  technical  assistance  to  local  governments. 

The  Advisory  Commission  on  Intergovenunental  Relations  (ACIR)  did  a  study  of  regional 
organizations  in  1992  that  summarized  their  role  as  follows: 

Through  a  quarter  of  a  century,  the  regional  council  has  been  a  backstage  understudy  to  the  local 
governments  it  supports.  Regional  councils  have  quietly  practiced  behind-the-scenes  for  25  years. 
[Regional  organizations  perform]  a  multifaceted  role,  but  the  dynamics  center  on  saving  money  for 
jurisdictions  and  providing  a  place  for  them  to  act  on  behalf  of  the  whole  region 

With  the  election  of  Ronald  Reagan,  the  federal  government,  in  particular  EDA,  decided  that  they 
would  no  longer  encourage  a  coordinated  regional  approach.  In  fact,  most  federal  funding  and  all  federal 
encouragement  of  comprehensive  planning  and  coordination  at  the  local  level  were  eliminated  in  1981 
when  59  programs  were  eliminated  and  80  others  were  consolidated  into  block  grants.  As  you  know,  Mr 
Chairman,  Assistant  Secretary  for  Economic  Development  Orson  Swindle  was  the  Reagan  administration's 
most  vociferous  critic  of  EDA  and  any  type  of  planning  or  coordination  and  he  did  his  best  to  cripple  the 
capacity  of  the  agency  and  Economic  Development  Districts. 
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If  you  will  think  with  me  about  EDA  as  though  it  is  a  person,  I  think  we  can  understand  where  the 
agency  is  today.  Suppose  you  and  I  are  29  years  old  —  we  were  bom  in  1965  when  many  people  thought 
there  was  an  important  role  for  government  (including  EDA  and  economic  development  districts)  to  play  in 
creating  jobs  and  building  communities.  However,  for  12  years  from  the  time  we  were  16  in  1980  until 
1992  our  parents  told  us  we  were  worthless  and  they  did  everything  they  could  to  get  rid  of  us.  In  fact 
they  harassed  us  (through  the  Inspector  General  and  dozens  of  new  regulations)  and  told  everyone  they 
could  that  we  were  useless  and  unnecessary.  In  1992  we  got  a  new  parent  (the  Clinton  administration)  but 
it  took  another  year  for  someone  to  take  charge  and  try  to  help  us  get  back  on  our  feet  and  become  as 
productive  as  we  can  be. 

This  is  where  EDA  is  now  at  age  29  ~  harassed  and  rejected  for  12  years  and  neglected  for  14 
months  until  a  new  assistant  secretary  was  confirmed.  It  is  clearly  time  for  EDA  to  be  reinvented  and 
renewed  but  without  losing  sight  of  its  primary  mission  —  creating  jobs  in  distressed  rural  and  small 
metropolitan  communities. 

Despite  the  bad  publicity  and  lack  of  leadership  at  the  national  level,  much  has  been  going  on  at  the 
local  and  regional  level  in  rural  areas,  although  economic  development  districts  have  clearly  not  spent 
enough  time  telling  the  public  about  their  successes,  as  the  above-mentioned  ACIR  study  illustrates 

In  fact,  in  1993  through  NADO  and  its  research  foundation,  our  members  took  President  Clinton 
and  Vice  President  Gore's  reinventing  government  efforts  to  heart  and  began  a  Regional  Performance 
Review  effort  at  the  local  level.  We  focused  our  1993  annual  conference  on  Reinventing  Regions  and 
issued  the  NADO  Report  on  Reinventing  Regions  to  help  economic  development  districts  and  others 
retool  for  the  90s.  We  are  including  a  copy  of  that  report.  Many  of  our  members  have  taken  up  the 
challenge  to  reinvent  themselves  and  to  make  citizens  and  policymakers  more  aware  of  what  they  have 
done  during  their  existence. 

NADO's  leaders  recognized  the  need  to  take  a  more  forceful  role  in  their  communities  by  reaching 
out  to  new  partners  such  as  community  based  nongovernmental  organizations.  In  1993  the  NADO 
Research  Foundation  received  a  grant  from  the  Ford  Foundation  to  create  the  Partnership  Project  to  build 
lasting  partnerships  among  regional  development  organizations  and  nongovernmental  community  based 
groups  at  the  local  level.  Since  all  development  is  local,  we  believe  partnerships  should  be  created  at  the 
local  level  and  that  nongovernmental  and  governmental  development  efforts  should  be  part  of  a 
comprehensive  strategic  plan.  In  order  to  bring  about  lasting  change  in  distressed  areas,  local  elected 
officials  must  play  a  key  role  in  both  planning  and  implementation.  Creation  of  new,  uncoordinated  and 
duplicative  organizations  will  not  help  distressed  rural  areas. 

In  an  article  in  the  New  York  Times  Magazine,  January  9,  1994,  Nicholas  Lemann  described  what 
he  called  "the  myth  of  community  development."  He  discussed  only  urban  programs  to  bring  jobs  to  inner 
cities,  but  his  insights  should  be  considered  as  we  work  to  revitalize  EDA  and  undertake  new  initiatives 
such  as  empowerment  zones  and  enterprise  communities.  Lemann  points  out; 

It  would  be  a  mistake,  however,  to  make  the  leap  from  the  impressive  work  of  New  Community, 
or  that  of  other  Community  Development  Corporations,  to  the  conclusion  that  ghetto  economic 
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revitalization  can  work  -  although  making  the  leap  has  become  routine  for  journalists,  foundation 
executives  and  Government  officials.  A  strict  unwritten  code  among  Community  Development 
Corporation  people  dictates  that  they  must  insist  economic  development  is  their  primary  mission. 

The  most  comprehensive  national  study  of  Community  Development  Corporations  does  admit, 
slightly  through  gritted  teeth,  that  housing  is  'the  CDC's  largest  single  program  area'  and  that  their 
'record  in  housing  is  stronger  than  it  is  in  the  development  of  commercial  property  or  business 
enterprises'  ...[0]n  the  ground,  community  efforts  focus  primarily  on  housing,  safety,  education  and 
job  training  ...  What  the  people  who  know  won't  do,  at  the  moment,  is  state  these  goals  directly. 
They  fear  that  public  hostility  to  Government  social-service  programs  is  too  strong.  It's  a  tragedy. 
What  is  gained  in  the  short  run  by  making  a  promise  that  sounds  more  appealing  —  economic 
development  —  is  far  outweighed  by  what  is  lost  in  the  long  run  when  the  dream  doesn't  come  true. 


I  would  like  Mr.  Lemann's  article  to  be  entered  as  part  of  my  statement,  so  that  as  we  think  about  renewing 
EDA,  we  understand  what  economic  development  is  and  what  it  is  not. 

Regional  Development  Organizations'  Role  in  Rural  America 

Rural  local  governments  depend  on  regional  development  organizations  ~  economic  development 
districts  ~  for  professional  assistance.  In  most  rural  communities,  rural  elected  officials  serve  on  a  part- 
time  basis  and  have  little  or  no  staff.  Therefore,  these  organizations  serve  to  augment  and  support  the 
efforts  of  local  elected  officials.  Most  multijurisdictional  organizations  are  also  multiflinctional,  providing  a 
variety  of  services  from  job  training  programs  to  solid  waste  disposal  planning  to  providing  capital  for 
economic  development  lending  —  according  to  each  region's  needs. 

Small  businesses  often  turn  to  regional  financing  programs  to  help  leverage  private  investment  and 
ease  the  credit  gap  found  in  rural  America.  For  more  than  25  years,  economic  development  districts  have 
exemplified  the  public-private  approach  to  economic  development.  Many  help  rural  entrepreneurs  and 
small  businesses  secure  otherwise  unavailable  capital. 

A  majority  of  economic  development  districts  manage  EDA  revolving  loan  funds  and  many  serve  as 
the  delivery  mechanism  for  such  programs  as  the  Rural  Development  Administration's  Intermediary 
Relending  Program  and  other  lending  programs.  According  to  a  1990  study  by  EDA,  for  every  dollar  an 
EDA  RLF  invests  in  a  local  enterprise,  4.5  private  sector  dollars  are  leveraged. 

Many  development  districts  also  serve  as  Small  Business  Administration  (SBA)  504  Certified 
Development  Companies  (CDCs)    In  fact,  were  it  not  for  the  EDA  district  program,  rural  areas  would  not 
have  the  staff  capacity  to  manage  CDCs.  Approximately  one  half  of  all  SBA  CDCs  were  established  by 
development  districts  in  rural  areas.  I  should  stress  that  without  these  programs,  many  small 
businesspeople  and  entrepreneurs  in  rural  areas  would  be  denied  access  to  funding  for  startup  or  expansion 
of  small  businesses. 

Economic  development  districts  are  the  agencies  that  local  people  turn  to  when  they  need  help  to 
participate  in  a  new  program.  For  example,  districts  are  providing  assistance  to  communities  applying  for 
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designation  under  the  new  empowerment  zone/enterprise  community  program  (EZ/EC).  In  fact,  a  NADO 
witness  is  testifying  today  before  the  Ways  and  Means  Committee  on  rural  EZ/ECs   NADO  agrees  with 
you,  Mr  Chairman,  that  the  criteria  for  designation  are  not  adequate  for  small  cities  and  rural  areas  and  we 
would  like  to  see  them  changed  to  better  reflect  distress. 

Clearly,  EDA's  economic  development  districts  have  played  a  crucial  role  in  making  small  business 
financing  programs  available  throughout  rural  America.  We  are,  therefore,  dismayed  that  the  Community 
Development  Financial  Institutions  (CDFI)  bill  (H.R.3474/S.  1275)  excludes  economic  development 
districts  fi^om  eligibility  to  receive  direct  funding.  The  current  definition  excludes  any  organization  that  is 
"an  agency  or  instrumentality  of  the  U.S.  or  of  any  state  or  political  subdivision  of  a  state  "  With  a 
renewed  emphasis  on  public-private  partnerships,  we  cannot  understand  why  districts  who  are  currently 
managing  RLFs  and  other  finance  programs  are  excluded  from  eligibility    This  bill  has  passed  the  House 
and  Senate  and  does  not  allow  economic  development  districts  to  apply  as  CDFIs.  We  urge  this 
subcommittee,  which  is  holding  these  hearings  to  renew  EDA,  to  support  our  efforts  to  make  districts 
eligible  as  CDFIs  so  that  business  financing  programs  will  be  available  throughout  rural  America. 

We  oppose  the  administration's  request  to  make  CDFIs  and  other  nonprofit  organizations  eligible 
for  Title  IX  funding.  Despite  a  waiting  list  for  RLF  funding,  the  administration  has  requested  a  cut  in  Title 
IX  funds  for  1995.  On  top  of  this  the  administration  wants  to  dilute  the  effectiveness  of  the  program  by 
encouraging  new  agencies  to  set  up  programs  that  are  not  part  of  an  overall  local  economic  development 
strategy.  We  do  not  need  more  organizations  in  rural  and  small  metropolitan  regions,  we  need  more 
resources  to  make  EDA  and  other  federal  financing  programs  available  to  small  businesses. 

Knowing  of  this  subcommittee's  interest  in  expanding  business  finance,  we  urge  you  to  increase  the 
authorization  level  for  Title  IX  so  that  more  development  districts  can  participate  and  make  small  business 
lending  part  of  their  overall  economic  development  program. 

Rural  America  and  EDA/ARC 

One  in  every  four  Americans,  or  62  million  people,  live  in  rural  areas.  An  additional  1 5  million 
people  live  in  small  metropolitan  areas.  Nationwide,  there  are  approximately  140  small  metropolitan 
regions  with  under  250,000  residents.  These  77  million  Americans  share  many  of  the  problems,  such  as 
poverty  and  high  unemployment,  more  commonly  associated  with  residents  of  big  cities    However, 
residents  of  rural  areas  and  small  cities  face  many  unique  obstacles  not  shared  by  urban  dwellers  due  to  a 
number  of  factors  including  low  population  density,  small  tax  bases,  scarcity  of  capital,  shortage  of  local 
leadership  and  the  deficiency  of  planning  and  technical  expertise  in  small  communities  related  to  these 
obstacles 

With  federal  and  state  cutbacks  moving  our  intergovernmental  partnership  into  an 
intergoverrmiental  system  of  mandates,  rural  local  governments  increasingly  rely  on  regional  organizations 
for  answers  to  their  development  needs.  Indeed,  regionalization  encompasses  long-term  development 
planning,  local  govenunent  services,  economic  development  activities,  and  environmental  management. 
All  of  which  are  included  in  elements  of  EDA's  overall  development  strategy.  Across  the  country,  EDA's 
economic  development  districts  and  ARC'S  local  development  districts  are  the  catalysts  for  strategic 
plaiming  in  rural  America. 
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We  view  economic  development  broadly,  including  small  business  development  and  traditional 
infrastructure  construction,  but  also  in  non-traditional  areas  such  as  telecommunications,  health  care,  job 
training,  day  care  and  education.  Providing  technical  assistance  to  local  governments  and  the  private 
sector,  regional  development  organizations  respond  to  the  needs  that  are  identified  at  the  local  level,  by 
local  people.  Through  the  years,  the  Economic  Development  Administration's  modest  investment  in 
regional  development  organizations  in  rural  America,  as  well  as  ARC's  work  in  its  13-state  region,  has 
been  enormously  important  in  building  capacity  and  stimulating  growth  in  local  economies.  EDA  and  ARC 
have  provided  the  institutional  capacity  and  development  dollars  otherwise  unavailable. 

Conclusion 

EDA  and  ARC  programs  have  met  with  success  since  their  development  in  the  mid-1960s,  despite 
being  hampered  by  limited  funding  and  support  from  the  White  House  prior  to  the  Clinton  administration. 
This  year.  Congress  has  the  opportunity  to  strengthen  EDA  and  ARC,  and  through  these  agencies 
empower  rural  and  small  metropolitan  America  to  participate  in  many  of  the  initiatives  introduced  by 
President  Clinton. 

Mr.  Chairman  I  appreciate  your  inviting  NADO  to  testify  at  these  important  hearings.  Our 
members  look  forward  to  working  with  you  and  Chairman  Wise  of  the  Economic  Development 
Subcommittee  to  pass  a  five-year  reauthorization  bill  through  the  House  and  the  Senate  this  year. 

I  will  be  happy  to  answer  questions. 


THE  NATIONAL  PERFORMANCE   REVIEW  AND 
REGIONAL  DEVEL0PK4ENT  ORGANIZATIONS 
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In  January  1993,  President  Bill  Clmlon  asked  Vice  President  Al  Gore  to  inmate  an  intensive, 
cross-cutting  investigation  into  how  the  federal  government  could  "work  belter  and  cost  less."    After 
six  months  of  study,  the  National  Performance  Review  team  released  the  Gore  report.  Creating  a 
Covemmem  Thai  Works  Belter  unit  Costs  Leis    The  report  gave  extensive  examples  of  ways  the 
federal  government  could  better  serve  its  customers   -  slate  and  local  governments,  the  business  sector, 
and  private  citizens  --  through  reorganization,  cost  cutting,  and  improved  customer  relations. 

President  Clinton  and  Vice  President  Gore  realized  that  to  improve  services  and  reduce  the 
deficit,  the  federal  government  must  use  lessons  learned  from  the  business  sector.    The  owners  of  a 
successful  business  cannot  rest  on  past  performance  if  they  want  their  company  to  remain  preeminent. 
Vice  President  Gore  used  this  concept  in  preparing  the  National  Performance  Review.    Just  as  top 
businesses  must  retool  to  stay  competitive,  regional  development  organizations,  although  successful  for 
over  25  years,  will  have  to  explore  innovative  ideas  --  new  customers,  new  programs,  new  partners  -- 
to  meet  the  challenges, of  the  next  25. years. 

As  NADO's  President,  1  suggest  thai  each  regional  development  organization  initiate  its  own 
review  of  how  it  can  do  a  better  job.   Through  such  a  "Regional  Performance  Review,"  you   -  board 
members,  local  elected  officials,  executive  directors,  and  staff  -■  should  evaluate  your  regional  develop- 
ment organization's  activities,  asking  yourselves  if  there  are  ways  it  can  "work  better  and  cost  less." 

I  am  proud  to  present  TV  NADO  Report  on  Reinventing  Regions    This  report,  prepared  by  the 
NADO  staff  in  (he  spirit  of  the  National  Performance  Review,  outlines  a  number  of  steps  you  can  take 
and  questions  you  can  ask  yourselves  as  you  reinvent  your  region.    For  many  of  you,  I  believe,  this  is 
not  a  new  concept     In  my  travels  as  NADO  President.  I  have  seen  first-hand  how  creative  regional 
development  organizations  have  become,  and  the  innovative  programs  you  have  initiated  to  stretch 
limited  dollars  and  provide  new  services  for  the  communities  you  serve.    Few  people  would  have 
envisioned  26  years  ago  how  regionalism  has  grown  and  changed.    But  as  the  challenges  increase  and 
new  ones  arise,  regional  development  organizations  must  possess  a  vision  directed  towards  the  future. 

This  vision  should  start  with  a  look  in  the  mirror  --  at  what  your  region  is  currently  doing  and 
at  what  it  could  be  doing.    This  document  is  not  an  instruction  manual.    It  is  a  reference  tool.    I  hope 
you  use  the  ideas  contained  here  as  a  compass,  rather  than  a  road  map,  to  help  lead  your  region  into 
the  future.    It  is  especially  appropriate,  at  this  time  when  so  many  are  organizing  regional  groups  as 
though  they  were  new  inveotions,  that  we  undertake  this  effort  to  reinvent  ourselves. 


Sincerely 


Robert  J.  Paciocco 
President 
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1i/wMJ%J  Research  Foundation 

national   Association   of   Development   Organizations   Research    foundation 

444  north  Capitol  Slreet,  MW.  Suite  630.  Washington.  DC     20001     •  (202)  624-7806  -  FAX  (202)  624-8813 


November  6,  1993 

Most  of  rural  Amenca  is  composed  of  cities,  counties  and  towns  whose  elected  officials  serve 
part  lime  with  little  or  no  compensation.    Regional  development  organizations  provide  local  elected 
officials  with  the  capacity  to  belter  serve  their  citizens  and  help  businesses  compete  in  the  world 
economy. 

Regional  organizations  have  been  laboratories  for  new  ways  of  governing  in  rural  America. 
When  "reinveinimg  government"  became  the  focus  at  the  national  level.  NADO  members  and  staff 
saw  an  opportunity  to  be  partners  and  carry  the  program  to  thousands  of  localities.    The  NADO 
Report  on  Reinveniing  Regions  takes  the  National  Performance  Review  and  adapts  its  principles  for 
Regional  Performance  Reviews  throughout  the  U.S. 

This  report  outlines  the  principles  of  reinventing  government;  gives  an  overview  of  regional 
development  organizations;  includes  a  map  of  economic  development  districts,  the  regional 
organizations  servmg  most  of  rural  Amenca;  provides  some  specific  suggestions  for  starting  a 
Regional  Performance  Review  such  as  identifying  customers,  working  with  new  partners,  and 
educating  others. 

An  April  1993  NADO  report  identified  the  following  goals  for  the  association; 

•  building  professional  expertise  in  i^ral  areas 

•  broadening  the  vision  of  rural  officials  and  citizens 

•  working  with  new  pariners  such  as  nongovernmental  organizations 

•  improving  policymakers'  understanding  of  rural  needs 

•  promoting  environmentally  sound  economic  diversification 

In  1994  NADO  will  work  towards  meeting  these  goals.    For  example,  we  are  building  local 
expertise  through  activities  such  ^s  training  on  solid  waste  management  in  five  pilot  states.    We  will 
expand  both  the  circulation  and  content  of  the  Eivnomic  Devehpmvnt  Digest  and  continue  to  provide 
timely  information  to  policymakers  through  NADO  News.    In  the  coming  year  the  NADO  Research 
Foundation  will  be  launching  a  major  program  to  create  new  partnerships  between  regional  and 
nongovernmental  organizations  at  the  local  level.    NADO  officers  and  staff  are  also  working  with 
new  partners  at  the  national  level  to  create  partnerships  to  belter  serve  rural  citizens. 

We  urge  you  to  use  this  repori  to  reinvent  your  regional  development  organization  in 
collaboration  with  youf  local  partners. 

Sincerely  yours. 


Aliceann  Wohlbruck 
Executive  Director 
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What  is  Reinventing  Government? 


■'Reinventing  government"  is  a  hot  topic  in  Washington  and  around  the 
nation.  President  Clinton  and  other  elected  officials  are  using  this  to 
symbolize  their  efforts  to  eliminate  bureaucratic  waste  and  mismanagement. 
Vice  President  Gore's  report  on  reinventing  government  and  the  work  of  the 
National  Performance  Review  are  focusing  greater  attention  on  the  task. 


Successful 
government  is 
not  an  oxymoron. 

~    Vice  President 
Al  Gore 


The  book  that  started  it  all.  Reinventing  Government:  How  the  Entrep- 
reneurial Spirit  is  Transforming  the  Public  Sector,  was  written  by  David 
Osborne,  an  author  and  management  consultant,  and  Ted  Gaebler.  a  former 
California  City  Manager  In  it,  they  define  reinventing  government  as 
bringing  an  entrepreneurial  spirit  to  government  by  habitually  using 
resources  in  new  ways  to  increase  productivity  and  effectiveness. 

The  authors  argue  that  governments  that  developed  during  the  indus- 
trial era.  with  their  sluggish,  centralized  bureaucracies  and  preoccupation 
with  ndes  and  regulations,  no  longer  work  very  well.  A  new  form  of 
government  is  required  in  today  s  rapidly  changing,  information-rich, 
knowledge-Intensive  society  and  economy.  They  believe  that  government 
institutions  must  incorporate  the  best  features  of  entrepreneurial  organiza- 
tions: they  must  be  extremely  flexible  and  adaptable;  able  to  deliver  high 
quality  goods  and  services;  and  eager  to  squeeze  more  productivity  out  of 
every  dollar 
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In  essence.  Reinventing  Government  is  about  how  governments  work. 
The  authors  define  the  central  failure  of  governments  today  as  one  of  means, 
not  ends.  They  believe  ne\\  ways  must  be  developed  to  do  government  s 
business  and  that  the  basic  incentives  which  drive  our  governments  must  be 
changed.  They  believe  that  the  bureaucratic  institutions  of  today  must 
become  more  entrepreneurial,  intolerant  of  obsolescence  and  eager  to 
embrace  new  ideas,  in  order  to  prosper  into  the  2 1  st  century.  Osborne  and 
Gaebler  identify  ten  commonly  cited  characteristics  common  to  entrepren- 
eurial institutions: 

1)  Promote  competition  among  service  proiders 

2)  Empower  citizens  to  solve  their  own  problems 

3)  Redefine  clients  as  customers 

4)  .Anticipate  problems  before  they  happen 

5)  Focus  on  goals,  not  rules 

6)  Measure  performance  according  (o  outcomes,  not  inputs 

7)  Decentralize  authority 

8)  Employ  market  mechanisms  to  leverage  change 

9)  Use  public,  private,  volunteer  groups  to  solve  problems 

10)  Earn  as  well  as  spend  money 
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What  are  Regional  Development  Organizations? 

Tliii>ii;ih  II  i/iKirlcr  of  u  ct'iiliin.  /lie  ivi;ii)iuil  loiiiu  il  hiis  hccii  ii  Ixicksldiic 
tiiitk'rstiiiiv  III  the  liiciil  ^owiiimcnis  il  sii/)p<irl\.    ..iv^ioiial  toimcils  have  quictiv 
pnu  III  I'll  hchiml-ihi-Mciics  fur  25  ri'ocv.    IRetiUiiitil  (ii^^tiiiiziiliom  /wiionii/  u 
niiillijacch'd  role,  hiil  ihe  ilyiuimiis  cciilcr  on  uiviiii;  iiioiicv  /or  jiiiisilulidiis  anil 
pinviiliiii;  a  plan'  /or  ihciii  ii)  ail  on  hi'luill  oj  llic  whole  iei;ioii. 

From  a  draft  report  hy  the  US  Ad\  isory  CommisMdii  on 
Intergovcrnnicmal  Relations  (ACIR) 


Formal  jnstitulionall/ation  of'intergovernmcnlal  cooperation  through 
the  creation  and  funding  for  regional  devclopincnl  organi/alions  (the  generic 
term  preferred  by  NADO)  began  in  the  1  ')60s  with  the  701  planhThg  pro- 
gram under  the  Department  of  Housing  and  Urban  Development  (HUD). 
The  701  program  was  designed  to  encourage  comprehensive  planning  in 
mctropohtan  regions.  The  biggest  impetus  for  rural  regionalism  came  in 
1965  with  the  creation  of  Economic  Development  Districts  (HDDs)  by  Ihe 
Department  of  Commerce's  Hconomic  Development  Administration  (MDA). 
The  same  year,  the  Appalachian  Regional  Conimissioti  (ARC)  also  created 
Local  Development  Districts  (LDD)  in  their  13  stales. 

Illustrated  by  the  map  on  pages  five  and  six.  300  regional  development 
organizations  (districts)  arc  currently  ser\  ing  most  of  rural  and  small 
metropolitan  Aniei^ica.  As  defined  by  the  census,  62  million  people  live  in 
nonmelropolitan.  or  rural,  places.  Add  this  to  the  other  15  million  people 
who  live  in  small  metropolitan  areas  (under  250.000  population)  and  wc 
reach  a  total  of  77  million  people  who  live  and  work  in  small  cities  and  rural 
areas,  or  nearly  one-third  of  the  US  population. 


Some  of  the  most 

common  names  for 

regional 

organizations 

•  Area  Development  District 

•  Council  of  Governments 

•  Economic  Development 
District 

•  Development  Council 

•  Local  Development  District 

•  Planning  and  Development 
District 

•  Regional  Development 
Center 

•  Regional  Planning 
Commission 


Is  it  a  regional  development  organization? 

Yes,  if... 

It  is  a  formal  organization  with  a  professional  staff 

It  has  a  legal  basis  through  state  statute,  executive  order,  or 

local  contract 

It  is  a  public  organi/ation 

It  is  a  multi-jurisdictional  organization 

It  serves  a  regional  community  of  local  governments  joined 

voluntarily  (rarely  slate-mandated)  in  a  common  economic  and 

social  concern 

II  has  a  broad  and  comprehensive  agenda,  primarily  based 

upon  planning  programs,  but  also  now  operalional  programs 

Its  board  is  comprised  of  a  majority  of  local  elected  officials 
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Regional  development  organizations  are  known  by  1 1 1  difTerent  names 
and  their  functions  and  ser\  ices  depend  on  the  governmental  system  of  their 
states  and  the  desires  of  their  board  of  directors.  The  ACIR  identifies  about 
500  regional  organizations  that  fit  their  definition  of  a  regional  council  (see 
page  2). 

The  question  for  executive  directors,  staff  and  especially  board  mem- 
bers in  the  90s  is:  "what  is  our  future  and  how  should  we  pmceed'.'" 


There  is  no 
guarantee  that 
regional 

arrangements  can 
save  money.  But  if 
thought  through 
properly,  they  offer  a 
golden  opportunity 
we  can't  ignore. 

-  Neal  R.  Peirce 


Regions  Must  Move  Out  of  a  Supporting  Role 

In  the  formative  years  of  the  60s  and  early  70s  regional  councils  served 
primarily  as  comprehensive  planning  agencies  for  a  wide  array  of  federal 
programs  including:  economic  development,  health  care,  employment  and 
training,  emergency  medical  systems,  and  law  enforcement  assistance. 
These  regional  development  organizations  were  multipurpose  and  local 
government  based. 


Also  in  the  1960s,  federal  legislation  authorized  speclaTpurpose  re- 
gional organizations  in  other  agencies,  such  as  the  U.S.  Departments  of: 
Agriculture  (Resource  Conservation  and  Development  Districts.  RC&Ds); 
Transportation  (Metropolitan  Planning  Organizations.  MPOs);  and  Health 
and  Human  Services  (Area  Agencies  on  Aging.  AAAs>.  These  organiza- 
tions do  not  serve  the  multipurpose  role  that  many  other  regions  do,  and 
were  designed  to  accomplish  a  specific  set  of  tasks. 
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According  to  the  AICR  report  author  Patricia  Atkins,  in  the  60s  "regio- 
nal councils  were  cautious  newcomers."  Regional  organizations  were 
attuned  to  federal  priorities  during  this  time  because  their  programs  were 
determined  by  their  funders  --  the  federal  government.  Also,  many  regional 
activities  were  the  result  of  federally  mandated  comprehensive  planning 
requirements.  Their  early  role  was  one  of  coordinator  and  facilitator. 

With  the  1980  presidential  election  the  intergovernmental  landscape 
was  altered  and  the  federal  role  declined  in  terms  of  money,  technical  assis- 
tance and  interest  in  encouraging  regional  cooperation  at  the  local  level. 
The  1981  budget  act  eliminated  59  categorical  grant  programs  and  consoli- 
dated 80  others  into  nine  state  block  grants  —  many  of  which  previously 
funded  regional  organizations. 

During  the  80s  states  were  given  more  responsibility  and  autonomy 
while  federal-local  and  federal-regional  relationships  were  neglected.  Some 
states  retained  regional  councils  and  gave  them  increased  authority  to 
directly  deliver  areawide  services  such  as  the  Job  Training  Partnership  Act. 
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In  other  states,  governors  and  legislators  created  competing  regional  organi- 
zations, mandated  changes  in  existing  regions,  or  created  separate  state-run 
regions. 

Another  change  during  the  80s  was  the  emergence  of  nongovernmental 
organizations  (NGOs)  as  direct  competitors  for  funding  from  federal  agen- 
cies for  various  programs.  Nonprofit  organizations,  most  of  them  created  in 
the  60s  as  part  of  the  War  on  Poverty  and  the  community  action  program, 
began  to  diversify  and  market  themselves  as  the  appropriate  vehicle  for 
community  development  in  rural  and  urban  areas. 

The  issue  of  which  organization  should  serve  as  a  vehicle  for  federal 
efforts  to  create  jobs  and  build  communities  is  still  being  debated  today  as 
new  programs  are  created  at  the  state  and  federal  level.     Because  of  the 
original  low  profile  of  regions,  nongovernmental  groups  and  social  program 
advocates,  who  are  not  controlled  by  elected  officials,  are  often  able  to 
spend  more  time  and  effort  on  outreach  and  marketing. 

Regions  in  the  80$:  From  Planning  to  Entrepreneurship 

The  one  truism  for  regional  councils  in  the  1990s  is  that  the  old  gov- 
ernmental etiquette  has  been  left  behind  in  the  previous  decade.  Regional 
councils  across  America  have  stretched  every  unwritten  rule  that  existed  for 
them  in  earlier  years. 


Entrepreneurial 

governments  focus 

not  simply  on 

providing  public 

services,  but  on 

catalyzing  all  sectors 

—  public,  private, 

and  voluntary  —  into 

action  to  solve  their 

community's 

problems. 


Regional  organizations  in  rural  and  small  metropolitan  areas  must  now 
look  ahead  and  position  themselves,  their  partners  and  their  customers  for 
the  90s  and  beyond.  With  this  report  NADO  is  proposing  the  following 
guidelines  for  regional  development  organizations  in  the  future: 

•  Be  innovative  and  entrepreneurial  by  building  on  what  works. 

•  Market  your  regional  development  organization  and  your  successes 
to  the  public  including  federal,  state  and  local  elected  officials. 

•  Empower  your  local  elected  officials  and  develop  new  partnerships 
with  public,  private  and  nonprofit  organizations. 

•  Provide  the  best  information  on  your  region  and  be  a  resource 
center  for  all  involved  in  community  and  economic  development. 

•  Reinvent  your  regional  organization  before  someone  does  it  for  you. 
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Serving  Customers,  Not  Clients 


In  today's  society,  people  expect  to  be  valued  as  customers,  even  by 
government.  They  demand  choices  and  convenience,  responsiveness  and 
quality.  In  order  to  meet  these  challenges,  regional  development  organiza- 
tions must  restructure  their  basic  operations  to  meet  custorners'  needs  and 
concentrate  more  than  ever  on  customer  satisfaction. 


Why  does  the 
government  tend  to 
be  customer-blind? 
Simple.  Most  public 
agencies  don't  get 
their  funds  from 
their  customers. 
And  the  funders  are 
often  perceived  as 
the  customers. 


In  Osborne  and  Gaebler's  view,  the  first,  and  most  important,  step  in 
the  process  of  reinventing  government  is  learning  to  identify  their  clients  as 
customers.  The  customers  of  public  agencies  are  captive,  short  of  moving, 
they  have  few  alternatives  to  the  services  their  governments  provide.  As  a 
result,  managers  are  often  able  to  ignore  their  needs.  In  fact,  according  to 
Reinventing  Governmeni  "Few  people  in  government  ever  use  the  word 
customer.  Most  public  organizations  don't  even  know  who  their  customers 
are. ..Most  American  governments  are  customer-blind,  while  [businesses 
such  as]  McDonalds  and  Frito-Lay  are  customer  driven.  This  may  be  the 
ultimate  uidictment  of  bureaucratic  government." 

Once  clients  are  viewed  as  customers,  you  must  redefine  your  pro- 
grams and  who  they  ser\'e.  The  results  may  sometimes  be  starthng.  Be- 
cause funding  for  most  public  agencies  comes  from  state  legislatures  and  the 
federal  government,  programs  are  frequently  geared  to  please  these  groups. 
not  their  intended  customers. 


nADO 


Definition  of  a  programs  intended  customers  and  evaluation  of  a 
programs  effectiveness  in  serving  those  customers  is  sometimes  difficult, 
but  it  is  a  crucial  first  step  for  regional  development  organizations  striving  to 
reinvent  themselves. 

When  defining  customers,  you  should  keep  in  mind  that  the  programs 
you  operate  serve  many  dift'erent  types  of  customers.  Local  governments, 
their  citizens,  local  businesses,  and  others  may  all  be  the  intended  customers 
of  any  one  program.  Nevertheless,  it  is  crucial  to  recognize  these  different 
customer  groups  in  every  program  you  operate.  Programs  that  no  longer 
.serve  a  particular  constituent  group  should  be  discontinued  and  new  pro- 
grams should  spring  up  in  their  place  to  meet  other  pressing  needs.  . 

The  second  part  of  this  self  assessment  task  is  to  make  cu.stomer 
identification  an  ongoing  process.  The  most  effective  way  to  do  this  is  to 
listen  to  your  customers.  As  illustrated  below,  there  are  many  techniques 
you  can  use  to  listen  to  the  voice  of  your  customers.  Whatever  the  method, 
however,  it  is  essential  that  you  build  this  process  into  service  delivery  and 
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you  make  it  an  integral  part  of  your  programs.  Otherwise,  reinvented 
programs  will  risk  becoming  as  meffective  as  the  programs  they  replaced. 

Listening  to  the  voice  of  the  customer 


There  are  literally  dozens  of  techniques  that  will  put  you  in  touch  with 
the  voice  of  your  customers.  Customer  surveys  and  interviews  have  been 
used  extensively  by  private  businesses  for  years  and  can  be  powerful  tools 
for  public  organizations  as  well.  Surveys  present  a  general  profile  of  custo- 
mers while  mterviews  focus  on  smaller  groups  and  provide  a  more  in-depth 
understanding  of  customer  needs.  Customer  follow-ups.  which  survey 
customers  six  months,  a  year,  two  years,  or  more,  after  initial  service  has 
been  provided,  help  evaluate  the  long  term  effectiveness  of  services. 
Community  surveys  are  useful  tools  for  identifying  the  likes  and  dislikes  of 
an  entire  community  or  region,  promoting  better  prioritization  of  resources 
to  meet  customer  needs. 

Frequetit  customer  contact,  especially  by  managers  who  don't  normally 
deal  with  the  public,  is  essential  to  keep  managers  in  touch  w  ith  customers 
and  make  them  personally  aware  of  their  needs.  Focus  groups,  which  have 
been  used  extensively  in  political  campaigns,  bring  small  groups  of  custom- 
ers together  to  discuss  a  specific  product,  service  or  issue. 

Customer  service  training,  required  by  many  governments,  raises 
awareness  of  customer  needs  and  promotes  better  customer  relations. 
Quality  guarantees  instill  customer  confidence  and  raise  employee  morale. 
Suggestion  boxes  and  800  numbers  facilitate  customer  comment  and  im- 
prove provider-customer  dialogue. 


The  greatest  irritant 

most  people 

experience  in  their 

dealings  with 

government  is  the 

arrogance  of  the 

bureaucracy.  People 

expect  to  be  valued 

as  customers  —  even 

by  the  government. 

~  Reinventing 
Government 


Ask  yourself  the  following  questions  to  help  evaluate  your  ability  to 
serve  customers,  not  clients  and  listen  to  your  customers'  needs; 

Can  you  define  your  customers? 

Are  customers  satisfied  with  the  products  and/or  services  they 

receive? 

Do  customers  have  an  opportunity  to  evaluate  the  services  they 

receive? 

Is  customer  service  satisfaction  continuously  monitored,  evaluated, 

measured,  and  used  as  a  basis  for  constant  improvement? 

Are  customer  evaluations  used  as  a  basis  for  improving  serv  ice 

delivery  and  program  effectiveness? 

.Are  managers  personally  exposed  to  customers  on  a  regular,  and 

frequent  basis? 
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Expand  Opportunities  Through  New  Partners 


Have  you  found 
innovative  ways  to 
use  existing 
resources?  Are 
there  new  resources 
you  can  obtain  by 
creating 
partnerships? 


Oiii;  challenge  you  may  face  in  your  efforts  lo  rein\  cut  your  regional 
development  organization  Is  that  in  the  process  of  identify ing'-\oiH-reg40n^--- 
customers.  you  may  discover  that  you  ha\e  more  customers  than  you  re- 
alize. Or  you  may  identify  /jcu  customers  that  would  benefit  from  working 
with  your  region,  but  whom  you  currently  do  not  serve.  Another  obstacle 
that  may  hamper  your  efforts  is  that  traditional  resources  are  being  stretched 
and  conventional  sources  of  assistance  are  drying  up  while  local  com- 
munities' needs  continue  to  expand.  And  not  only  are  local  needs  growing, 
they  are  changing  and  diversifying. 

In  many  cases,  by  expanding  the  menu  of  serv  ices  and  assistance  your 
regional  de\elopinent  organization  provides,  you  can  better  serve  your 
communities  and  help  meet  the  needs  of  more  citizens  and  businesses.  One 
way  regional  development  organizatiojis  may  be  able  to  provide  greater 
service  is  by  forming  new  partnerships  with  other  organizations.  Investigate 
whether  your  region  could  increase  its  ser\  ice  menu  by  affiliating  with 
nonprofit,  for-profit,  community  based  organizations,  and  federal,  state,  or 
local  government  entities.  The.se  organizations  may  be  in  your  region, 
adjacent  to  it.  or  located  state-  or  possibly  nationw  ide.  They  may  be  able  to 
provide  ser\  ices  or  capital  that  would  complement  those  your  regional 
organization  currently  offers. 


Ask  yourself  whether  your  region  would  benefit  by  pro\  iding  additional 
services.  If  the  answer  is  yes.  decide  how  you  can  accomplish  this.  One 
way  may  be  by  working  with  new  partners.  For  example: 
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Could  you  increase  your  job  training  capabilities  by  working  with 
the  local  school,  community  college,  or  private  industry  council? 
Can  you  work  more  closely  with  the  local  utilitv?- 
Are  there  any  community-based  organizations  with  which  you 
could  share  services? 

Do  you  work  with  all  the  local  lenders  in  your  region  to  provide 
adequate  business  lending?  Could  you  work  with  lenders  outside 
your  region? 

Do  you  work  with  national,  state,  or  local  foundations? 
Are  there  other  federal  or  state  programs  that  you  have  not 
tapped? 


The  Clinton  administration  believes  that  working  in  partnerships  is  an 
important  facet  of  successful  community  development  programs.  The 
administration  believes  that  only  through  diverse  collaborative  efTorts  will 
lasting  benefits  be  achieved.  A  number  of  the  president's  new  initiatives  are 
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based  on  these  ideas.  For  example,  the  Empowerment  Zone  and  Enterprise 
Community  legislation  initiated  by  President  Clinton  requires  applicants  for 
"zone"  or  "community"  designation  to  present  a  comprehensive  overall 
strategy.  The  strategy  must  outline  the  extent  of  state  and  local  government 
commitment  as  well  as  local  private  and  nonprofit  participation  in  the  zone 
or  community.  It  must  also  reflect  appropriate  citizen  participation  in  the 
planning  process.  Successful  applicants  will  possess  plans  that  highlight 
strong  cooperation  among  all  the  players  in  the  community. 

The  Community  Development  Banking  bill,  another  initiative  on  which 
the  administration's  community  empowerment  strategy  is  based,  also  en- 
courages cooperation  at  the  ground  level.    Entities  designated  as 
community  development  financial  institutions  must  exhibit  commitment  to 
serving  distressed  local  communities  and  possess  a  strategic  plan  outlining 
comprehensive  efforts  to  aid  these  disadvantaged  citizens.  The  most  recent 
version  of  the  legislation  creates  a  Community  Partner  category  to  foster 
cooperation  between  "traditional"  and  "nontraditional"  lenders  (this  legisla- 
tion is  still  pending  before  Congress).  To  reach  a  greater  number  of  disad- 
vantaged customers,  community  partnerships  would  be  established  to 
encourage  traditional  lenders  to  work  in  cooperation  with  community 
organizations,  such  as  credit  unions,  community  based  organizations  and 
revolving  loan  fund  programs  nin  by  regional  development  organizations. 


What  are  the  key 

lessons  you  have 

learned  from 

successful 

collaborations  in  the 

past,  and  how  can 

they  be  related  to 

new  challenges? 


The  empowerment  zone  and  enterprise  community  initiative  and  the 
community  development  banking  program  are  two  examples  where  the 
administration  is  planning  to  provide  increased  funding.  These,  unfortu- 
nately, are  exceptions  rather  than  the  rule.  In  most  other  cases,  federal  and 
state  funding  are  dwindling  in  the  face  of  growing  local  needs.  But  it  is 
likely  that  there  are  some  existing  federal  or  state  resources  that  your  region 
has  yet  to  tap.  Regional  development  organizations  are  going  to  have  to 
investigate  new  strategies  to  stretch  existing  resources  and  increase  avail- 
ability of  ser\  ices  for  the  communities  they  serve. 

The  key  to  both  of  the  administration's  initiatives  cited  here  is  that  they 
stress  cooperation  —  and  working  with  new  partners  —  to  reach  as  great  a 
pool  of  distressed  customers  as  possible,  while  delivering  services  more 
effectively.  The  number  of  different  partnerships  is  almost  unlimited  and  can 
vary  greatly  in  scope.  With  some  study,  you  may  find  other  organizations 
with  which  your  region  can  work,  or  other  federal  or  state  programs  your 
regional  development  organization  can  deliver,  to  improve  conditions  for 
your  local  citizens  and  businesses.  As  times  and  conditions  change,  collabo- 
ration with  new  partners  will  be  an  effective  approach  to  improve  your 
regional  development  organization's  efficiency  and  effectiveness. 
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Bnilding  Coalitions  Through  Information 

Now  that  you  have  thought  about  your  customers  and  pannefs.  it  is 
important  to  think  about  how  to  keep  them  infonned.  Good,  sohd  inform- 
ation IS  essential  to  maintaining  a  smooth  working  relationship,  especially  if 
people  do  not  deal  with  each  other  on  a  daily  basis. 


What  new  and 
creative  ways  can 
you  use  existing 
information  to  serve 
more  customers? 


In  today "s  information  rich  world,  it  is  essential  that  you  provide  not 
only  the  correct  information,  but  also  the  right  amount  of  information.  A 
common  shortcoming  is  to  provide  too  little  information  about  your  activ- 
ities.  Partners  and  more  importantly,  customers  need  to  know  that  you  are 
paying  attention  to  their  needs.   Fewer  go  to  the  other  extreme  --  producing 
a  Hood  of  information  that  cannot  be  digested  by  the  target  audience. 

Newsletters  and  other  regular  communications  arc  important  because 
they  give  customers  and  partners  a  feeling  of  ow  ncrship  in  your  organiza- 
tion. This  ownership  is  crucial  to  building  solid  rural  development  coali- 
tions. If  your  customers  know  what  activities  you  are  involved  in  they  will 
know  how  to  best  make  use  of  your  services.  Also,  newsletters  "put  the 
word  on  the  street"  and  bring  name  recognition  to  your  organization.  We 
realize  that  newsletters  can  become  a  low  priority  with  the  time,  funding, 
and  stall  constraints  experienced  by  most  regional  development  organiza- 
tions, but  the  potential  benefits  I'ar  outweigh  the  costs. 
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To  communicate  elTectivcly,  you  should  provide  information  relevant  to 
your  audience.  He  aware  that  board  members,  citizens,  local  elected  otTi- 
cials,  and  community  partners  have  dilTerent  interests  in  your  organization, 
and  require  dilTerent  information.  Try  asking  yourself  these  questions: 

•  Do  you  tailor  your  information  according;  to  who  will  receive  it? 

•  Do  you  provide  your  audience  with  useful  information? 

•  Is  your  information  presented  in  a  user  friendly  formal? 

•  Do  your  customers  see  and  hear  about  the  effect  you  have  on  their 
communities? 

•  Do  you  show  your  economic  development  partners  your  successes? 

Local  media  also  need  education.  After  many  years  of  trying  to  stay 
alloat  in  a  hostile  env  ironmcnl,  many  regions  are  reluctant  about  self-promO: 
tion.   Don't  be  shy  about  telling  local  media  about  how  issues  affect  your 
region.   Iven  better,  tell  them  what  you  are  doing  to  address  these  issues.  A 
"Letter  to  the  Lditor "  and  placing  newspapers  and  TV  stations  on  your 
mailing  list  will  keep  them  in  the  loop    Remember,  regions  can  use  inform- 
ation and  education  lo  build  and  maintain  coalitions. 
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Afterword 

Regional  coordination  and  service  delivery  are  not  new  ideas.  Most  of 
the  federal  programs  that  promote  regionalism  were  created  in  the  1960s. 
Today,  more  than  ever,  regionalism  is  not  a  luxury,  but  a  necessity  as  rural 
and  small  metropolitan  areas  struggle  to  create  jobs  and  build  communities. 

In  order  to  meet  these  goals,  regional  development  organizations 
cannot  rest  on  their  laurels.  NADO  urges  each  region  to  conduct  a 
"Regional  Performance  Review"  and  apply  the  principles  of  reinventing 
government  to  improve  services  and  stretch  limited  funding.  This  report  is 
meant  to  be  a  starting  point  for  reinventing  regions  throughout  the  country. 

This  task  is  crucial.  Only  by  reinventing  themselves  can  regional 
development  organizations  lead  the  way  to  a  stronger  and  more  prosperous 
rural  Araerica. 


Coming  together  is  a 
beginning;  keeping 

together  is  progress; 

working  together  is 

success. 

-  Henry  Ford 
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The  National  Association  of  Development  Organizations  (NADU)  is  a  public  interest 
group  founded  in  1967  to  help  professionals  and  local  elected  officials  share  information 
and  ideas.  The  association  is  the  leading  advocate  for  a  regional  approach  to  economic  and 
community  development.  NADO's  goal  is  to  assure  that  all  rural  citizens  have  the  same 
access  to  employment  opportunities,  and  a  comparable  quality  of  life,  as  those  who  live  in 
urban  areas. 

NADO  provides  information  and  technical  assistance  through  publications,  training, 
and  policy  analysis.  NADO  News,  a  weekly  newsletter,  reports  on  federal  policy,  analyzes 
research,  and  highlights  successful  regional  programs. 

The  NADO  Research  Foundation  was  established  in  1988  to  provide  research,  educa- 
tion, and  training.  The  foundation  produces  the  Economic  Development  Digest,  a  monthly 
publication  for  development  professionals  and  local  officials. 

The  Research  Foundation  also  conducts  Revolving  Loan  Fund,  and  Regional  Solid 
Waste  Management  training,  maintains  a  database  of  innovative  development  programs 
and  has  sponsored  an  international  economic  development  exchange  program.  In  1994  the 
foundation  will  sponsor  a  national  program  to  encourage  collaboration  among  governm- 
ental and  nongovernmental  organizations  in  rural  areas. 


For  more  information  contact: 

Aliceann  Wohlbruck 

Executive  Director 

National  Association  of  Development  Organizations 

444  North  Capitol  Street,  NW, 

Suite  630 

Washington,  DC   20001 

(202)  624-7806  •  FAX  (202)  624-8813 
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November  1993 


® 


Recycled 
Paper 


445 


!^    A- 


Model  Cities  J966 


.    ivioqei  uoes J966 

Cooimunity  Development  plod  Grants,  1974 

Urban  Deyelopmentjiction  Grants,  1977 

Enterprise  Zqnes,  1980 

Empowerment  Zones,  1993 


CP 


By  Nicholas  Lemann 


446 


She^teUijioik^inesSBagazmc 


'Economic  revitahzation  functions  as  a  kind  of  code:  it's  a  formulation  that  nobody  takes  literally  and  one  that 
worked  to  bring  antipoverty  players  together  when  their  cause  wasn't  receiving  much  attention.  "    Pace  Id 
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Politicians  like  it. 
Foundations  like  it.  It  sounds 
good  to  conservatives  and 
liberals.  But  history  shows 
thai  of  all  possible  solutions 
to  the  crisis  in  the  ghettos,  it's 
the  one  most  likelv  to  tail. 
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Politicians  like  it.  Foundations  like  it.  It  sounds  good  to  conservatives  and 

liberals  alike.  but  history  shows  that  of  all  possible  solutions  to 

the  crisis  in  the  ghettos.  it's  the  one  most  likely  to  fail. 

By    Nicholas    Lemann 
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BURIED  SO  DEEPLY  WITHIN  PRESIDENT  CLJNTON-S 
fint  budget  that  n  has  barety  b«en  menuonrd  bv  thr 
pres)  IS  the  btggai  nrw  FrdcraJ  progrvn  lor  mncr-ciTv 
ghfttos  in  more  than  a  deadr  Tht  pto^nm  n  cjilfd 
Empowermcni  Zono.  a/id  »  will  corn  the  Gcernrrieni 
S3-S  billion  ovtr  Irve  yean  —  an  amouni  that  puii  t  ir 
ihe  league  of  Great  Society  prognmi  that  *-«  no*  ;hink 
of  a  having  been  uninuginablv  vu\.  ime  nr  %af  on 
Povertv  and  Model  Ciue* 
The  crime,  poverty  and  pnviicaj  tr.c  local  ae:tT>o- 
ration  of  ihc  inner  cmei  n  America 'i  most  obvioui  proo.e-r  T-e  :r  m  r 
rieaJth  cue  that  has  Vashmpon's  main  aiiention  nghi  no»  man-fn'-i  tt;  !  .r 
pn^-aie  individual  tragedjcs  and  in  fnghtemng  luiiicu  o.,'  '-e  c-i.*  -  !"r 
ghettos  IS  nghi  there  m  plain  sight,  in  the  middJe  ol  oui  -ra.r  poO'-iiior 
centers  Ii  u  coniuncfv  discussed  over  millions  of  dinret  'ac-ei  «.-u  a.t  -  t 
esiabluhmeni  circles  m  Ne*  York.  Washmpon.  Lonacr  4^0  Tmvc  Tit 
1992  Los  Angeles  nois.  our  biggest  domestic  diiiurban^r  -  *  genera:. i.n 
dramatically  unoertcored  how  bad  conditioru  arc  It  s-':...an  t  ,Oft  u  a 
surprise  —  in  faa  11  seems  naiuraJ  —  that  the  Covernmen:  — ..^i  "nr:  :. 
respond 

What's  surpruing,  instead,  is  the  precise  nature  of  ire  -esponte  —  is 
modcsry  and  the  lack  of  enthusiasm  and  aiieniton  that  have  lurtounoeo  : 
Vice  Pmideni  Al  Gore  has  recently  been  made  chairma.-!  ol  a  ne»  ertitv 
called  the  Communtry  Enterprue  Board,  which  a  lew  montm  com  now  wi.; 
picksia  large,  impoveruhed  swaths  of  big  cities  fone  of  wh,;-.,  lurei*.  %ii!  t>e 

SidfoUi  LemMnn.  t  n^aorul  mrmpotuimi  far  The  Aiidnac  Motvtf*   ..  -Jte 
^ndyor  of  "The  Prvmurd  Lsnd  " 


South-Central  Los  Angeles)  to  receive  special  tax  breaks  and  other  Govern- 
ment benefits  aimed  at  making  them  prosper  economically  TVie  official 
oratory  associated  with  the  program  stresses  that  it  is  a  new  idea,  conceived  m 
the  realiiation  thai,  as  one  White  House  staff  member  puts  11  '"the 
approaches  of  both  panics  for  three  decades  have  failed"  in  the  inner  cities 
"It  moves  bevond  the  old  debate  that  the  answer  to  rver^  problem  s  top- 
down  bureaucracy  or.  the  one  hand  or  tnckJe-down  economici  on  the 
other  said  an  Admimsiraiion  handout,  with  grandeur  il  rot  aerfect 
f  ranmar  Gore,  m  a  speech  at  Harvard  Last  month,  said.  The  solunons  this 
Admimsiniion  has  in  mind  are  different  than  those  that  had  oeen  proposed 
beiore 

Tne  stated  confidence  is  belied  by  the  kind  of  launcn  Empowermeni 
Zones  IS  getting  Lyndon  Johnson  deciaxed  war  on  poverty  m  a  r.jtionallv 
ivievised.  pnme-time  address  to  a  loint  session  of  Congress.  Preiident 
Cimior  unveiled  Empowerment  Zones  in  the  parking  loi  of  i  Cleveland 
trroppng  center  in  September  Everyone  involved  wuh  the  program  knows 
:rjt.  ptotesutions  of  lU  newness  notwithstanding,  something  quite  simijjt 
wai  proposed  by  the  Bush  Administration  after  the  nois  m  1992,  «u  lussed 
3v  Congress  and  failed  to  become  bw  only  because  Bush  decided  :o  veto  n 
during  me  Presidential  campaign,  when  he  felt  vulnerable  to  charges  ol  being 
a  ua-and-spender 

Lmpowermenc  Zones  get  reniarkably  lukewarm  endorsements  from 
marv  of  the  very  people  who  dreamed  them  up-  Here  are  a  few  voices  from 
around  the  Administration-  "The  evaluations  don't  provide  an  encouraging 
picture  ■■  "It  w»i  a  given"  'There  are  a  lot  of  problems  wuh  n  "  Or  Capitol 
Hill,  the  committee  chairmen  who  were  responsible  for  Empowerment 
Zones.  Represenutive  Din  Rosienkowski  of  the  House  Wavs  and  Means 
Committee  and  Senator  Daniel  Patrick  M^ynihan  of  the  Senate  Finance 
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Attempts  at  economic  revitalization  ohcn 

take  the  place  of  other  efforts  that  would  do  much  more  good, 

like  improving  schools,  housing  and  police  protection. 


Commmct,  are  boih  known  to  be  nonbeltevers.  The  penon  probably  moit 
responsible  for  the  pasuge  of  Efnpowermeni  Zones  is  Repmentacive 
CKarles  B  Range)  of  Ne*  York  Wh»i  does  he  thmk'  "I  reiected  ihe  whole 
concepi  under  Reagan.  Bui  people  came  lo  me  and  said.  'How  can  ii  hun'*  So 
I  iusi  sojd,  'What  the  heU  '  But  when  it  started  looking  like  the  urban  policy 
for  the  naiion.  n  was  obviously  inadequate." 

The  predjaions  being  made  for  Empowerment  Zones'  abiLry  to 
perforrr^  their  job  of  rcviialiung  dutresied  areas  are  itnkjng  m  their  modesty. 
"It  depends  on  your  expectations,"  sayi  Andrew  M.  Cuomo,  an  Ajtisiant 
Secretary  at  the  Department  of  Housing  and  Uriun  Development  and  one  of 
the  program's  architects.  "If  you  expect  to  see  Harlem  as  gentnfied  and 
mixed-income,  us  not  going  to  happen.  If  you  look  at  people  who  moved 
out.  It  cin  be  a  success."  Paul  R.  Dimond,  the  White  House  suff  member 
most  involved  m  planning  Empowerment  Zones,  strtket  a  similar  note  "I'm 
not  saying  it's  going  to  succeed  100  percent.  If  they're  successful,  lots  of 
people  will  move  out" 

Someone  who  was  able  to  look  at  this  sittuiion  afresh  —  a  modern-day 
de  Tocqueville  —  might  well  ask.  Why  is  the  Government  addressing  > 
problem  of  this  sevcnry  with  a  solution  that  its  own  officials  don't  really 
seem  to  believe  m'  The  answer  transcends  the  Clmion  Administration 
Instead,  it  has  to  do  with  the  strange  way  Amencan  society  outsioc  the 


generate  a  tot  of  home-grown  business  activity  [here.  Thu  would  not  only  gtve 
poor  people  |obs  and  therefore  money,  it  would  create  m  them  a  whole  new 
spint  of  setf-reliance.  They  would  be  able  to  build  independent  commumues 
that  control  their  own  resources  and  destiny;  from  the  standpoint  of  middle- 
claxs  voters,  creuing  a  job  base  in  the  ghettos  would  be  hardheaded  and 
unwuiefuJ  Hence  the  emergence  of  "economic  development*'  or  "commuru- 
ty  reviializaiion"  —  as  opposed  to  srraight  income  support,  or  old-fashioned 
social  services  —  as  a  supposed  panacea. 

The  problem  is  tfut  on  the  whole,  urban  slums  have  never  been  home  to 
many  businesses  except  for  iweacshops  and  minor  neighborhood  provision- 
en  The  slums  are  usually  near  downtown,  and  the  residents,  when  they  can 
find  work,  have  usually  found  it  downtown.  Abo.  poor  neighborhoods  are 
usually  transitional-  rather  than  being  stable,  self-sufficient  communities  on 
the  model  of  a  village  m  Vermont,  they  tend  to  be  home  to  people  who  plan 
10  move  out  as  soon  as  they  make  a  btile  money'  The  standard  model  of 
progress  for  poor  people  living  in  urban  slums,  repeated  millions  and  millions 
of  iimcs  over  the  decades,  is  to  get  a  good  |ob  outside  the  neighborhood  and 
then  decamp  for  a  mcer  parr  of  town. 

So  to  try  to  create  a  lot  of  new  economic  acnviry  in  poor  neighborhoods 
u  to  swim  againn  the  great  sweepmg  tide  of  urban  life  m  America.  Inside  the 
gheno.  It  usually  does  no  harm  —  but  it  doesn't  help  much  either  Outside  the 
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ghettos  deals  with  the  problems  ifuide  For  three  dnades.  Administration 
after  Adfflinistiation  has  pondered  the  ghettos  and  then  settled  on  the  idea  ot 
trying  to  revitalize  ihem  economically  —  even  though  there  j  aJmott  no 
evidence  that  this  can  work.  Nearly  every  attempt  to  revitaliie  the  ghettos 
has  been  billed  as  a  dramatic  departure  from  the  wrongneaded  Govemmeni 
programs  of  the  past  —  even  though  many  of  the  wronf  headed  programs  ol 
the  past  ined  to  do  exactly  the  ume  thing  The  old  diche  about  ghetto  Lte  n 
that  It's  "a  cvcle  of  despair  "  Actually  it's  ghetto  polKv  ma^ng  (^al  i  a  cvcie 
of  despair  The  leadership  class  repeatedly  turns  to  t>o«tciei  inai  sound 
appealing  but  are  doomed  to  fail  —  and  then  their  ra^-ure  practicailv 
guarantees  that  the  country  won't  face  the  issue  head  on 

rNNERcrrr  REvnAUZA^noN  is  a  phrase  so  fawiljm*  that  rrs 

o*rt  of  the  unexamined  background  noise  of  society  In  ?acL  t  tquirn  \orrr 
exolanation  The  most  obvious  solution  to  poverty  is  ump.*  ro  pfov^<le  '.» 
poor  people's  material  needs,  through  cash  granu.  vouchers  ..ar  tooo  stamps 
and  tervicet  like  Medicaid.  But  for  100  years  —  roughJy  t>nce  i  ne  pi.b4i<:aiior 
of  Jacob  Riis'i  "How  the  Other  Hal/  Lpfes"  —  Amencan  •e'ormeT*  ^a*f  fen 
that  the  problems  ot  poor  urban  slums  went  beyond  lust  a  jcit  ot  .ncamt 
The  slums  were  unhealihful  and  physically  dangert>uv.  and  people  -herp 
didn't  seem  to  behave  m  a  way  that  wtHild  put  them  on  tne  track  ^wi  ^t 
poverty.  Therefore  it  was  necessary  to  make  st>me  fpectaj  rttorts  to  ifflprow 
conditions  m  the  slums. 

TradaKMuUy  these  effons  irtvo^nd  what  used  to  be  called  "social  upLft" 
education,  counseling,  improwment  of  the  housing  stoca.  cnmt  contro>  In 
recent  decades,  though,  the  ida  of  soaal  upLfi  has  become  ihorougtiv 
disreputable  among  both  the  poor  (who  tee  it  as  patroruung;  and  the  not  -poor 
(who  tee  It  as  expensive  and  meffeaiw)  But  what  ail  parties  have  lound  ihev 
can  live  with  is  the  idea  that  the  way  lo  cure  the  special  ills  ot  the  slums  >i  to 


ghetto,  though,  n  does  a  great  deal  of  harm  Attempts  at  economic 
revitaliution  ohcn  take  the  place  of  other  efforts  tfut  would  do  much  more 
good  ^especially  improving  tchooU.  housing  and  pobce  protecuon).  and  they 
escabbsh  i  public  mission  that  can't  be  accomplished.  Nothing  does  more  to 
teed  the  public  perception  that  anopoverty  programs  —  in  tact.  Government 
programs  generally  —  don't  work  than  the  poor  physical  appearance  of  the 
ghettos,  the  more  the  Government  claims  its  going  to  revitalize  them,  the 
harder  ii  becomes  politically  to  take  on  the  problem  m  the  future 

THE  STORY  OF  HOW  AMERICA  COT  TO  THIS  POnsTT  IS  NOT 
lo  much  about  urban  poverty  ittelf  as  it  is  about  ptntpaons  of 
urban  poverty 
Cities  roie  dunng  the  first  half  of  the  20th  century  and  have 
'a. .en  dunng  the  second  half  In  the  early  years  of  thetr  nse.  as  Americans 
'txaed  10  them,  reipeccable  opinion  often  found  cmet  horrifying,  partly 
Decautp  of  their  squalid  immigrant  tlums  and  corrupt  political  machines, 
and  7a.'t!v  because  virtue  was  thought  to  reside  m  the  counirvtide 
yhef>Oore  Roosevelt,  the  only  President  born  on  Manhattan  Island,  created 
a  C  jmmission  on  Country  Life  to  revitalize  a  depopulating  rural  America 
It  was  unsuccessful.) 
No(  many  yevt  after  cities  ceased  to  be  alarming,  they  began  to  appear  to 
need  laving  By  the  late  I940'e.  it  was  clear  that  the  mast  migration  to  the 
luburbs  was  depleting  urban  America  of  population  and  retailing  base,  and 
tne  arrival  of  a  new  wave  of  poor  newcomers  (this  time  African -A  men  cant 
irom  the  South)  led  to  a  fresh  round  of  concern  about  slum  conditions  In 
l*)49.  (he  Truman  Adminiitration  created  Urban  Renewal,  the  first  Federal 
program  to  make  a  commitment  to  restoring  citiei  to  some  kind  of  past 
glory 

But  Urban  Renewal  quickly  became  unpopular,  especially  among  liberals 
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The  rap  on  u,  wholly  lustifipd.  was  ihat  it  bulldozed  neighborhoods, 
especially  black  neighborhoods  (hence  lU  mckjume,  "Negro  Removal")  and 
replaced  them  with  highways,  iienle  housing  developments  and  municipal 
office  complexes  that  looked  wonderful  when  planners  presented  them  ai 
Chamber  of  Commerce  meetings  bui,  when  buili,  only  hastened  the  aty's 
decline-  In  the  late  SO's  and  early  Ws.  books  like  Herben  J  Cans')  "Urban 
Villagers"  and  Jane  Jacobs 's  "Death  and  Life  of  the  Great  American  Cmes" 
enshnned  the  view  that  city  neighborhoods,  including  poor  ones,  are 
precious,  vibrant  organisms  with  a  complex  life  that  planners  don't  under- 
stand. 

When  the  next  round  of  ur^an  programs  began,  in  the  Kennedy  Adminis- 
trauon,  they  were  aiumated  by  a  backlash  agairui  urtian  renewal  A  related 
line  of  thinking  about  slums  that  emerged  at  about  the  same  time  was 
hostiliry  to  the  "ladies  bountiful"  who  had  been  operating  settlement  houses 
and  otherwise  providing  social  services  for  many  years  Both  these  opposi- 
tions, to  urban  renewal  and  to  social  work,  led  to  the  same  conclusion  —  an 
elevation  of  the  role  that  poor  people  themselves  should  play  in  the 
improvement  of  the  slums. 

The  early  1960*s,  then,  were  the  starting  point  for  the  current  phase  of 
thinking  about  ghettos.  For  fully  30  years,  the  reigning  ideas  about 
Government  policy  m  poor  city  neighborhoods  have  been  essentially  the 


economy  was  growing  rapidly  and  the  poveny  rate  w.ii  decreastn);.  newly 
prosperous  middle-cbss  voters  were  willing  to  tolerate  some  >;overnmen- 
tal  generosity.  But  they  never  pressed  thetr  reprcicniativfs  to  finance 
programs  they  perceived  as  benefiting  disadvaniaiied  minonticj  Also,  the 
"bottom  up"  idea  in  the  War  on  Poverty  found  us  expression  m  a 
provision  thai  directed  Federal  funds  to  community  t;roups  without  the 
advice  and  consent  of  local  elected  officialdom:  so  mavors.  scnjiors  and 
representatives,  deprived  of  the  pork-barrel  opporiunnitrs  embedded  in 
vinually  every  other  Federal  program,  were  generally  untnendiv  to  the 
War  on  Poverty 

But  in  a  way.  these  political  weaknesses  only  served  to  solidlK  the  ideas 
about  neighborhood  revitalizaiton  that  underby  the  War  on  Poverty: 
everyone  was  too  busy  fighting  enemies  to  re-examine  m  theoretical  basis 
Even  as  it  became  clear  that  the  War  on  Poverty  itsell  was  never  toin^;  to 
become  a  large,  successful  Federal  program,  succcedm*;  annpovrnv  pro- 
grams usually  accepted  the  War  on  Poverty  paradigm  Model  Cmcs.  ihc 
Johnson  Administration's  last  maior  antipoverry  initiative,  was  supposed  to 
correct  the  political  shortcomings  of  the  War  on  Povcnv  bv  dropping  the 
exclusion  of  mayors  and  members  o(  Congress  —  but  the  idea  was  still  to 
revitalize  poor  neighborhoods.  Roben  Kennedy,  by  then  Senator  irom  New 
York  and  Johnson's  archenemy,  was  contemptuous  of  Model  Cmes    His 


lame  —  even  though  these  ideas  are  still  being  referred  to  as  new  They 
were  first  tried  m  the  early  ]960's,  in  small  foundation -financed  efforu 
like  the  Gray  Areas  Proieci  in  New  Haven  and  Mobilization  for  Youth  on 
the  Lower  East  Side  (both  underwritten  by  the  Ford  Foundation),  then 
they  were  introduced  into  the  Federal  bloodstream  through  the  work  ol 
ihe  President's  Council  on  Juvenile  Delinquency,  which  was  run  by 
Attorney  General  Roben  F,  Kennedy;  finally,  tn  I9M.  they  became  the 
basu  for  the  centerpiece  of  the  War  oo  Poverry,  the  Commumrv  Aaion 
program  These  are  the  ideas: 

BoROCT)  Up,  Not  Top  Down.  The  people  who  know  the  most  iboui  the 
needs  of  poor  neighborhoods  are  the  residents,  theretore.  poverty  programs 
should  be  designed  and  implemented  by  them,  not  imposed  irom  above  bv 
mayors,  memben  of  Congress,  social  workers,  iniellcciuaii.  FeoeraJ  Dureau- 
crais  or  other  authority  figures. 

Conprebciuive  and  Coorrluiatcd.  Anupoverty  programi  are  a  contuKng 
morass,  run  by  competing,  byzantine  bureaucracies  Rather  irun  oemg 
operated  "categorically"  by  different  agencies  in  Washington  fwelluc  and 
Medicaid  are  examples  of  "categorical"  antipoverry  programi  because  each 
addresses  a  single  problem  in  isolation),  these  programs  mould  be.  on  t  local 
level,  housed  under  one  nwf  and  reorganized  so  ifut  ail  the  problems  oi  poor 
people  are  addressed  together  sysiemaucaily. 

Revitalize  the  Nagfaborfaood-  Ultimately,  the  iheorv  goes,  the  health  ol  a 
neighborhood  depends  on  lu  economic  base  The  only  real  long-tenn  answer 
to  the  problems  of  an  inner -ary  gheno  is  for  good  |obi  lo  be  available  there 
Anyww  imereiud  in  hdping  poor  ocighborhood*  must  primarily  locus  on 
economtc  development. 

It  took  only  a  few  months  for  the  War  on  Poveny  to  sian  being 
perceived  as  a  failure.  In  retrospect,  the  poverty  warriors  were  always 
swimming  upstream  agatiut  public  opinion  and  politics    As  long  as  the 


ambitious  aniipovrrry  program  was  the  Bcdford-Stuwesant  Resioranon 
Corporation,  which  was  different  from  Model  Cities  m  crucial  respects  But 
It  was  also  driven  by  the  idea  of  economically  revitalizing  the  ghetto 

The  I970's  saw  a  succession  of  programs,  like  Community  Development 
Block  Grants  dunng  the  Ford  Admimsiraiion  and  Urban  Development 
Action  Grants  during  the  Carter  Adminiitrauon.  which  were  solo  u  Ming 
diMerent  from  the  failed  programs  of  the  past  while  resting  on  me  same 
assumptions  botiom-up  planning,  coortiinaiion  ot  programi.  neighbortiood 
redevelopment 

Dunng  the  1980'i.  the  dominant  new  antipoverry  idea  m  Washmgion  was 
creating  Enterprise  Zones  ghetto  areas  thai  would  be  given  speciai  ta*  breads 
to  encourage  business.  Their  most  prominent  advocate  was  —  and  inll  is  — 
)ack  F  Kemp,  who  first  proposed  legislation  to  create  ihem  back  .n  .^SZ. 
When  he  was  a  Congressman  from  Buffalo  The  Reagan  and  Bush  AAn<nii- 
irations  regularly  called  for  legisbtion  to  establish  Enterprise  Zonn.  is  did 
Kemp  when  he  was  Secretary  of  Housing  and  Urban  Development  under 
Buih  Kemp  has  a  sincere  and  boundless  faith  that  miracles  can  rnuli  ^rom 
tax  cuu.  >n  his  HUD  days,  which  coincided  with  the  collapse  oi  Commu- 
nism, he  would  tell  visitors  that  the  ghettos  were  "akin  lo  i  imid-wodd 
socialist  economy"  and  capitalism  would  make  them  blossom 

The  antipoverry  talk  in  the  Bush  Administration  was.  as  usual,  tuli  ol  the 
notion  of  rcieaing  the  failed  programs  of  the  past  m  favor  ol  new  xicas.  but 
the  new  ideas  had  a  certain  famtlianry;  Enterprise  Zones  were  another 
reviiali*e-ihe-ghetto  scheme.  Many  of  the  slogans  used  to  promote  Enter- 
prise Zones  —  "empowerment,"  "a  hand  up.  not  a  handout. '  "teach  a  man  to 
fish  and  he'll  eat  tor  a  hfetime"  —  were,  consciously  or  not.  »rrbaiim 
appropriations  of  language  that  was  used  to  sell  the  War  on  Pov«nv 

Kemp  was  well  known  to  be  frustrated  with  Bush's  level  o(  commitrient  to 
the  enterprue  zone  idea  —  ifuufficieni  to  get  a  bill  passed  Then  ,ame  the 
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Lot  Angeles  riots,  ind  as  one  Government  expen  puu  ic.  "the  only  thing  on 
the  ihelt  was  Enterpnie  Zones  "  Their  previous  failure  to  become  Federal 
policv  suddenly  became  a  virtue  because  they  appeared  to  be  a  tresh  approach 
The  Administraiion  and  Congress  quickly  put  logeiher  legisbtion  thai  landed 
on  President  Bush's  desk  m  October  1992.  in  the  heat  of  the  Preiidenual  race 
The  bill  also  contained  a  few  imy  tecKniol  adjusiments  (hat  would  increase 
Covernmeni  revenues,  like  a  change  m  the  tax -accounting  procedure  for 
sccunties  dealers-  Afraid  he  would  be  accused  of  again  brcakirg  hii  *  no  new 
taxes"  pledge.  Bush  announced  he  would  veto  the  bill 

WHY  HAS  THE  FEDERAL  GOVERNM£^^■  CONSISTENTLY 
backed  economic  revitaiization  efforts  in  (he  ghenot'  The 
answer  to  this  question  is  not  (he  one  you'd  especi —  that 
these  eftons  have  been  successful.  Ghettos  aren  i  very 
attraaive  locations  for  businesses  As  Andrew  Cuomo  puis  »,  "Its 
misleading  lo  say,  once  I.B.M.  moves  to  the  South  Bronx  everything's 
going  to  be  rosy  One.  IBM.  isn't  going  to  the  South  Bronx,  because  (he 
other  cost  of  doing  business  outweighs  the  (ax  mcendves  Also.  >i  I  B  M 
did  show  up,  (he  people  in  the  zone  aren't  in  a  position  to  show  up  Thev 
need  training,  and  services  like  day  care  —  a  comprehensive  strategy  ' 
In  addidon.  (he  era  of  Government  gheito-revitaliaation  programs  has 


Chicago,  which  Presiden(  Clinton  often  mentions  m  speeches  An  Urban 
Institute  report  produced  after  the  Los  Angeles  riots  said.  "There  are 
virtually  no  examples  of  success  m  resionng  strong  economic  activirv  and 
)ob  creation  to  an  mner-cny  area  the  size  of  South-Central  Los  Angeles,  as 
IS  being  attempted  in  (he  wake  of  the  nou."  Rebuild  LA  .  the  much- 
publicized  local  cmc  effort  to  rentaLze  South'Central.  has  been  unable  to 
induce  businesses  to  locate  major  lacilmes  there,  which  is  one  reason  that 
KS  tirs(  director,  Peter  V,  Ueberro(h.  resigned. 

So  then  why  is  inner-city  revitaiization  attractive  to  policv  makers'  One 
reason  is  that  although  Americans  move  around  t  lot.  and  poor  people  are 
especially  mobile,  poliitcians  represent  geographical  areas  and  so  natunlly 
(hink  ot  the  welfare  of  people  in  terms  of  the  welfare  of  places  Schemes  to 
revive  pbces  are  always  popular  with  politicians,  and  with  politicians' 
lobbies  like  the  United  States  Conference  of  Mayors  The  Model  Cities 
program,  to  cue  a  famous  example,  was  m  early  discussions  supposed  to  be 
a  demonstration  protect  in  a  haiidful  ol  cities.  But  in  order  to  get  it  through 
Congress  the  Johnson  Administration  expanded  it  to  130  sues  and  thus 
vastly  diluted  its  chances  of  success)  —  which  gave  the  program  an 
automatic  base  of  ISO  votes  m  the  House. 

Philanthropic  foundations  abo  like  reviiaiizauon.  The  idea  that  foLindacions 
wield  great  power  might  sound  s(range  to  people  ouuide  of   helds  like 
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coincided  With  a  maror  flow  of  population  out  of  the  areas  thai  were 
supposedly  being  revived  Just  during  the  1970's.  (he  peak  decade  ot  ghetto 
ouimigration.  Bedford- St uvvesant  lost  one-third  ol  ks  population  ^o  did 
Central  Harlem  TTie  two  commumrv  districts  that  make  up  ihe  poorest 
pan  of  ihc  South  Bronx  lost  two-thirds 

In  New  York  Citv.  most  of  these  neighborhoods  have  stopped  loimg 
population  —  primarily  because  of  immigration,  not  Government  fecial- 
lUdon  efforts  —  but  in  manv  other  cities,  the  outflow  has  contmueO  A 
recent  lenes  ol  articles  m  The  Miam>  Herald,  for  example,  reponed  thai  all 
of  Miami's  traditional  bbck  neighborhoods  are  itill  heaw  popuiaoon 
losers  "In  Libenv  Ctty.  2?  percent  of  the  population  r^  jone  In  tfie  black 
section  of  Coconut  Grove,  35  percent  in  Ove"owi  wnerf  "^^hwi* 
construction  helped  spur  decline.  76  percent  of  the  population  .t  ((one  " 
The  Herald  alio  cued  black -popubtion-loii  figures  ot  rX.XC  to*  Chicago. 
124.000  for  Ailanu  and  Z2-4.000  lor  Washington 

I('s  no  (ragedy  when  people  leave  ghettos  The*  'r  'u»t  'oll^jw.rf  the 
standard  American  partem  bv  moving  to  the  ouie-  .ii»  —  piacr*  tike 
Queens  —  or  to  the  suburbs  Todav.  mmoniiei  are  tuburMn<i<n|  more 
nptdlv  than  whites.  A  recent  Urban  Institute  pape'  :ai.uijm  •in  uit 
dunng  the  l980's.  (he  bbck  popubnon  ot  the  suburbv  n  ine  )9  Lirgeti 
metropolitan  areas  increased  by  )B  percent  Jobs  hj»e  toltowed  peoolr  to 
the  suburbs,  and  (hat  makes  k  even  more  difficult  to  create  an  emptovmeni 
base  in  poor  mner-city  neighborboodi 

It  IS  ifterefore  extremely  difficult  to  find  itatiiiical  eMdencr  itut  anv 
inner-city  neighborhood  m  the  country  ^  been  economicjIK  rpMiaiiied 
One  often  hears  anecdotal  revitaiization  success  stones.  Dui  tnr^  uiualU 
involve  either  (he  building  ot  a  "festival  m3rketpb..e  '  like  Soutn  Street 
Seapon  m  New  York,  or  the  ihonng  up  ot  an  area  (hat  >s  blue-coibr  rather 
than   poor   and  residential   rather    than    industrial,    like   South   )hore    m 


education,  foreign  affairs  and  social  policy,  but  »ithin  their  orbiL  what  thev  do 
matters  tremendously  In  poverty- fighting,  duruig  periods  when  the  Federal 
Government  isn't  rolling  out  large,  centrally  administered  programs,  rounda- 
tions  become,  bv  default,  the  key  pbvers  The  foundations'  strong  attachment 
to  revntaiization  comes  pantv  Irom  the  natural  lendcncv  to  bebeve  that  the 
thing  vou  can  do  is  the  essential  thing  to  do  Foundations  doni  have  enough 
monev  or  power  to  take  control  of  inner-cirv  public  education,  or  impose 
work  requirements  on  welfare  recipients  or  send  poor  people  monev  and  food. 
Bui  (hrv  can  tosicr  commumrv -development  efforts,  which  are  rebtively 
cheap  because  they're  so  localized  and  which  don't  require  the  wielding  ol 
Go^^mment  authonrv  For  decades,  the  Ford  Foundation  has  invested  heavihr 
■  n  .nneT<irv  econorruc  development,  and  in  recent  years,  other  big  loundations 
have  lotfowed  suit.  The  hods  of  the  rwo  most  important  foundations  involved 
■n  antipovcTTv  work  are  both  alumm  of  ghetto  revrtaUzation  ettorts  Franklin 
A  Thomas  of  the  Ford  Foundation  previously  ran  Bedford -Stywesant 
Reiioranon.  and  Peter  C  Goldmark  Jr  ol  the  Rockeleller  Foundation  as  a 
voung  man  worked  for  the  Federal  Commufury  Action  Program  Mott 
.oncbvCT  devoted  to  devuing  solutions  to  the  problems  ot  ghenos  are 
domina(ed  by  foundation  people,  and  they  usually  end  with  ringing  endorse- 
ment* of  economic  rrvitalization 

Two  other  dispara(e  cons(i(uencies  are  able  (O  dwell  comlortablv  under  the 
theoretical  roof  of  revitaiization.  Business  groups  —  a  cirv't  local  Chamber 
ot  Commerce,  for  example  —  like  revitaltuuon  because  u  glonfiei  small 
business  and  presents  itself  as  a  pranical  alternative  to  the  big -Government 
approach  Ghetto  revnaLzition  protects  often  have  the  word  "corporation" 
m  their  name  m  order  (o  enhance  (heir  appeal  to  business  contributors 

At  the  other  end  of  the  spectrum,  grass-roois  mner-cKv  community 
groups  like  revitabzaiion  because  it  puts  them  at  cen(er  itJgc  as  saviors  of 
their  neighborhoods  (and  recipients  of  funds),  provides  idrnmiitracve  lobs 
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Jobs  have  followed  people  to  the  suburbs, 

and  that  makes  it  even  more  difficult  to  create  an  employment 

base  in  poor  inner<ity  neighborhoods. 


ind  opcraies  from  a  fUttenng  set  of  usumpuoiu  about  the  hidden 
"strengths"  of  ireu  thai  are  usuaUy  defined  solely  in  lenns  of  their  poverty, 
cnme  rates,  poor  schools,  dilapidated  housing  and  other  problems. 

FinaUy.  revitalizauon  is  bureaucraucally  3pp>ealing  to  White  House  staff 
members.  In  Admmistiauon  after  Administniion,  these  people  suffer  the 
tame  frustntions.  it's  too  difficult  to  gei  action  at  a  reasonable  cost,  and  the 
Cabinet  deparrmenis  are  lumbenng  and  intransigent.  So  when  an  Admims- 
iraiion  sets  up  a  White  House  task  force  or  working  group  on  concentrated 
inner-city  poverty,  as  has  nearly  every  Administniion  of  the  past  three 
decades,  what  usually  happens  is  thai  the  depamnenis  srbmii  ideas  for 
expensive  programs  co  be  run  by  them,  and  the  White  House,  fnjsiraied 
looks  for  a  cheaper  and  higher-impaa  alternative  The  next  step  —  m  the 
Bush  Administration,  no  less  than  in  the  Kennedy  Administration  —  it  tfui 
the  White  House  becoines  entranced  with  the  idea  that  communiry  develop- 
ment efforts  should  be  run  localfy  rather  than  by  Federal  bureaucrats  That  is 
both  the  cheapest  and  the  most  dranuuc-sounding  option. 

Given  thai  the  residents  of  many  of  the  poorest  urban  neighborhoods  are 
Afncan-Ajnencan.  a  final  polxncaj  advantage  of  communiry  drveiopmcnt  is 
that  II  neatly  avoids  what  is  perhaps  the  most  perilous  of  all  issues  for  elected 
officials  —  raaal  integration.  Scholars,  policy  arulyns  and  loumajisis  have 
been  movmg  m  recent  years  toward  the  view  that  "hypersegregauon"  of  the 


community  that  seems  to  be  ai  large  in  the  country  nghi  now.  Thev  generate 
good  Will  inexpensively  among  the  urban  lobbying  groups  After  the  election, 
Clinton  put  his  new  National  Economic  Council  in  charge  ot  fulfilling  the 
Enterprise  Zones  campaign  promise,  and  the  Counai  wound  up.  in  effect, 
revising  the  Republicans'  abandoned  Enterprise  Zones  bill 

Sute  and  local  experiments  with  Enterprise  Zones  (which,  admiiiedly,  don't 
irrvolve  tax  breaks  on  the  scale  that  the  Federal  Government  can  provide: 
haven't  produced  impressniT  results  Enterprise  Zones  don't  dircciK'  attack 
essential  problems  like  poor  educauon  and  cnme,  which  aa  as  i  'tax*'  on 
businesses  that  often  outweighs  whatever  aaual  tax  break  ihev  have  reaped.  By 
targeting  only  certain  places.,  Enierpnse  Zones  are,  m  the  words  ol  one  report, 
"a  m&ns  of  redistributing  irrvestmeni  and  employment,  not  a  means  of 
achieving  more  of  each." 

The  Cbnton  Administration  has  demonstrated  us  lack  of  Kemp-like  total 
bebef  in  economic  revitalization  of  ghettos  by  placing  bets  on  several 
different  antipovcrty  strategies.  By  far  its  largest  antipoverry  initiative  is  aS2l 
biJlion  increase  in  the  Earned  Income  Tax  Credit,  which  is  meant  to  get  all 
working  people  abuve  the  poverry  line.  Finanang  for  the  Head  Sun  orogram 
has  also  been  increased  And  Presideni  Clinton  has  talked  about  ambitious 
plans  to  improve  education  and  pubbc  safety  in  the  ghettos. 

StilL  because  of  Clmton's  campaign  promise,  there  was  never  anv  question 
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black  poor  causes  great  harm.  But  poliuoans  simply  can't  afford  to  embrace 
thu  view  wholeheanedfy  A  good  example  is  the  posmon  of  Henrv  C 
Cisneros.  the  Secretary  of  Housing  and  Urban  Development  When  Cuneros 
took  office,  he  developed  a  list  of  four  hindamenial  "commitmenu"  driving  all 
HUD  activities  —  and  then  became  so  impassioned  about  integrauon  that  he 
adtled  i  tthh  commitment,  to,  in  his  words  "coruisienth-  working  to 
deconcenirate  the  poorest  of  the  poor,  giving  people  a  lift  up  and  out'  ol  me 
ghetto.  At  Cisneros's  urpng,  Presidem  Clinton  has  deeded  to  issue  uter  this 
vtar  a  tough  new  executive  order  banning  housing  discnrrunation  against 
people  who  want  to  lave  aU-minonry  neighborhoods  But  Cisneros  siiJ 
lovallv  (though  with  noticeably  less  fervor)  endones  deveiopmg  ine  gnetto 
economically,  which  would  seem  to  be  exactly  the  opposite  approacn 

DUWNG  THE  1992  CAMPAIGN.  BIU  CUNTOS  CAME  OLT 
for  Enterprise  Zones  —  ma  more  carefuJ  ana  tm  Drtrun 
optimistic  way  than  Kemp,  but  (or  them  nonetneiess  In  a  -ong 
interview  with  the  staff  of  The  Atlanuc  Monthfv  mouoing  me 
1UJI  before  the  Democratic  Convenuon.  he  said  "I  agree  with  Kemp  aDout 
Enispnie  Zones,  but  .1  think  it's  a  very  narrow  view  qi  wnai  neeos  lo  or 
done  to  ■  ■ .  recreate  thai  sort  of  ecoootny  there."  And  a  litur  later  "I  tnin* 
they  wiU  be  of  limited  impact  unless  yuu  also  fnve  .  the  nauonai  mitiaiivn 
Pve  oiled  for  on  educaDon.  health  are  and  the  economy  " 

Besides  his  personal  cofmciiotu  about  Enterpnse  Zones.  Cinton  had  good 
poliuol  reasons  to  svppon  than.  Because  they  are  pnmaniy  based  on  taa  cut^ 
they  don't  have  to  be  proposed  in  the  form  of  new-spending  iegisbtion.  which 
is  unpopular  Enterprise  Zones  have  a  lough-mmded.  economic  growrn- 
onenied  "new  Democrat "  aura  of  promoting  the  work  eihic  as  a  solution  to 
poverry.  rather  than  welfare  and  Government  programs  oi  :ne  :nrowing 
money  at  problems"  variety.  They  tap  into  a  longmg  tor  t-^e  resioratior'  o' 


thai  the  Admimstration  would  propose  Enterprise  Zone  icfisianon  What 
the  planners  of  the  Clinton  bill  came  up  with  might  be  calieo  Enterpnse 
Zones  for  Lberals.  Kemp  believes  the  essential  incentive  in  Enienjnse  Zones 
should  be  a  break  m  the  capital  gains  tax  for  investors  m  businesses  mere  In 
the  Bush  and  Clinton  plans,  the  central  mechanism  is  a  wa^^  credit  empiov  a 
resident  ol  the  zone,  and  you  save  up  to  S3.000  a  year  tn  pavroii  taxes  Wage 
credits  are  more  highly  regarded  bv  policy  analysts  than  capital  gams  tax  cuts 
because  they  insure  that  the  Government's  money  goes  djrec:K  mto  lob 
creation  The  Clinton  bill,  like  the  Bush  bill,  tned  to  avoid  me  old  Mode! 
Cities  problem  of  funds  being  spread  too  thinlv  by  designating  i  nandful  ol 
Empowerment  Zones  that  get  senous  amounts  ana  i  lot  ol  enterprise 
communities  "  tfui  get  iusi  enough  to  win  the  votes  of  their  rcrresentanves 
The  War  or  Poverry's  problem  of  generating  political  enmitv  ov  cutting 
poitticiani  out  of  the  action  was  soKed  by  requinng  each  commumtv  lo 
suomit  an  appLotion  agreed  to  bv  commumrv  groups  ana  cnoonrd  bv  local 
government  \  Kemp  pubhcly  opposed  Empowerment  Zones  i>ecause  govern- 
ments have  too  lar^c  a  role.) 

Paul  Dimond.  the  most  involved  White  House  staff  memoer  -s  a  iawver 
wno  spent  vears  trying  desegreption  cases  and  so  is  well  aware  ol  the  Oesire 
o(  ghetto  residents  to  move  out  Ai  his  suggestion,  the  wage  credit  was  made 
to  apply  to  employers  who  hired  residents  oi  a  zone,  even  il  the  lob  was 
ouuide  the  zone.  Andrew  Cuoma  the  only  Administration  ofdciaj  involved 
m  drawing  up  the  bill  who  has  acrually  worked  in  inner-cirv  redevelopment, 
pushed  to  require  communmes  to  plan  services  like  day  care  and  tob  training 
as  a  condition  of  being  chosen  as  an  Empowerment  Zone  Dimond  and 
Cuomo  have  set  up  an  elaborate  plan  to  make  it  easier  tor  E.'npowermcnt 
Zones  to  apply  for  addiiionaJ  financing  and  loans  from  CovcmTient  j£;nctes 
and  to  encourage  them  to  line  up  local  private  and  public  iinan:ing  ai  ^eti 

Last  May.  an  Administration  delegation  headed        Cononmea  o  M|e  5- 
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Connnmtd  fnm  p^  31 

by  Ciineroi  uid  Robert  E.  Rubin, 
who  heads  the  National  Economic 
Council,    went    to   Capitol    Hill    to 


prnent  the  Empowerment  Zonet 
legislation  to  the  Senate  committee 
chairman  who  had  tunidicnon  over  n. 
Daniel  Patrick  Moymhar.  Moymhan 
hu  been  able  to  mainoin  a  reputation 
u  a  champion  of  social  reform  while 
actually   believing    that   Govemmeni 


stKial  programs  almost  never  work. 
"That's  a  Fa^tsrt  idea."  he  told  his 
visitors  —  a  comment  that  anyone 
who  knows  him  well  would  recognize 
as  a  puidown  (the  Fabians  having 
been,  in  the  Moynihan  cosmology,  the 
opposite  of  [he  kind  of  practical  ma- 
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chine  politicians  who  get  things  done) 
but  thai  the  Adminisiration'i  repre- 
lentatives  :a<?k  as  praite  When  the 
Clinton  Adminmration  included  Em- 
powerment Zones  as  pan  of  its  budg- 
et, the  House  passed  it,  adding  an 
additional  Si  billion  to  the  appropria- 
lion.  But  Moynihan'i  Senate  Finance 
Commiiiee  itnpped  Empowerment 
Zones  out  of  the  budget  bill  before 
tending  the  legislation  to  the  Senate 
floor  for  a  vote 

The  fate  of  Empowerment  Zones 
then  rested  with  a  |-louie -Senate  con- 
ference committee  charged  with  re- 
solving (he  differences  between  the 
House  and  Senate  versions  of  the  bill 
It  was  a  pure  case  of  legislating  behind 
closed  doors-  Empowerment  Zones 
was  too  minor  a  part  of  the  huge 
budget  for  anyone  but  the  people  in 
the  conference  to  focus  on  What 
happened  was  that  Charles  RangcL 
who  represents  Harlem  and  was  the 
only  member  of  the  Congressional 
Black  Caucus  on  the  conference  com- 
mittee, saved  Empowerment*Zones. 
with  help  from  Senator  Bill  Bradley  of 
New  Jersey  That  was  interesting,  be- 
cause neither  Bradley  nor  RangcL  who 
have  long  records  of  demonstrated 
concern  for  ghettos,  especially  be- 
lieves in  the  Enterprise  Zone  idea. 
They  used  Empowerment  Zones  as  an 
opponuntty  to  get  more  Federal 
spending  on  what  ihev  do  believe  in. 
social  services:  drug  counseling,  pre- 
ventive health  care.  ]ob  training,  after- 
school  mentoring  and  emergency 
housing. 

The  final  legislation  contamed  S2.3 
billion  in  tax  breaks  and  Si  billion  in 
new  financing  for  a  very  flexible  so- 
cial-services grant  called  Title  XX 
And  the  bill's  original  provijion  subsi- 
dizing the  hiring  of  zone  residents  for 
]obs  outside  the  zone  —  >rhich  [he 
Administration  authors  were  especial- 
ly proud  of,  because  it  recognned  the 
reality  that  significant  |t>b-<reation  tit- 
udt  g^>taos  11  unlikelv  a!nd  probably 
unnecessary  —  waj  quietly  dropped 
to  save  money 

Later  this  vear.  Vice  Preaident  Gore's 
Enierpnse  Board  wilL  after  coniidenr\g 
applications  from  all  trver  the  country, 
designate  tu  urban  and  three  rural  Em- 
powerment Zones  Of  the  si»  urban 
ones.  It  IS  a  safe  bet  thai  one  will  be  m 
South-Central  Los  Angeles  Another, 
given  Rangel's  role,  will  probably  be  in 
Harlem  Chicago,  home  of  Dan  Rtjs- 
tenkowski,  would  be  a  strong  candi- 
cbte.  and  so  would  Detron  because  n 
lias  America's  most  severely  distressed 
big-city  gheno  In  conference.  Senator 
Bradley  inserted  a  requirement  that  of 
the  sm  lones,  'at  least  one  must  be  in  a 
city  with  a  population  of  SOO.000  or  less 
and  at  least  one  of  the  zones  itself 
must  have  a  popubtion  oi  SO. 000  or  less 
and  include  areas  located  m  rwo  states  " 
This  would  pave  the  way  lor  applrca- 
iiOTu  from  Coftontfd  on  page  W 
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Nrwzrk  ind  Camden,  which 
j»u  on  the  Nfw  Jerjey-Penn- 
syKvua  border 

Then  what?  The  Adminu- 
tntion's  optimism  about  Em- 
powerment Zones  li  extremely 
limited.  Paul  Oimond.  who  is 
probably  the  leading  Empow- 
erment  Zones  enthusiast,  says 
he  believes  that  if  the  zones  Kt 
located  near  existing  facilities 
with  |ob- generating  potentiaJ. 
like  unrver^ities  and  hospitals 
(a  Harlem  lone.  for  example, 
could  abut  Columbia  Univeni- 
ty  and  the  Coiumbia-Preiby 
lenan  medical  complex)  and  ui 
aties  that  are  drawing  [mmi- 
grants.  they  could  substantially 
improve  conditions.  Other 
AdtunistraDon  officials  pre- 
dict that  perhaps  one  of  the  six 
zones  could  end  up  a  visible 
cconotntc  success,  while  the 
ren  can  only  hope  to  be  some- 
what safer  and  less  detenorat- 
e<i-looking. 

And  ihts  IS  the  optimistic 
view.  As  an  example  of  the 
pessimisuc  (though  still  Dem- 
ocrauc)  view,  Lawrence  F. 
O'Donneil  Jr^  staff  direaor  of 
the  Senate  Finance  Commmee 
and  a  protege  and  soul  mate  of 
Moynihan'i,  «yi:  "My  own 
belief  ts  this  bill  wiU  represent  a 
net  harm  to  Empowerment 
Zone  communnies.  I  wouldn't 
be  surprised  if  three  yean  from 
now.  you  have  an  Empower- 
ment Zone  in  which  no  em- 
ployer of  signifionce  has 
moved  in.  because  employen 
are  not  so  concerned  with  the 
tax  picture  as  the  safety  and 
service  and  transporunon  pic- 
ture. -  There's  going  to  be 
crrmen^OMi  chicanery  around 
this  That  if  the  guy  from 
the  South  Bronx  who  gets  a  iob 
does  what  every  guy  does, 
which  is  move*  He's  no  longer 
a  tax  breait-  Do  vou  fire  him? 
What  he's  going  to  end  up 
doing  IS  lying  about  hu  ad- 
dress h  completely  ignores 
one  of  the  most  obvious  phe- 
nomena of  this  century  —  peo- 
ple do  not  wu  to  live  rtear 
their  work." 

AU.  OVER  URBAN 
America,  hundreds, 
even  thoutandi  of 
local  OTfinizatioru 
are  engaged  in  efforu  to  revi- 
talize neighborhood] .  M  uch 
of  ihu  aarviry  ii  extremely 
impressive,  not  lent  because 
of  the  dedication  of  the  people 
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involved.  The  War  on  Povcny      annual  budget  The  neighboi 


set  up  more  than  500  local 
commurury  action  agencies. 
Today,  more  than  a  decade 
after  the  last  desiccated  vesiige 
of  the  Johnson-era  Office  ot 
Economic  Opponumry.  a  ln- 
ile-known  agency  called  the 
Community  Services  Admin- 
istration, was  elimuuted  as  an 
independent  body  by  the  Rea- 
gan Administration,  hundreds 
of  community  acuon  agenaes 
sull  exut.  An  {jwerlapping  cat- 
egory, descended  from  Roben 
Kennedy's  Bedford- St  uyvr- 
sant  project,  is  Community 
Development  Corporations, 
which  are  heavily  tupponed 
by  foundations  and  exist  m 
poor  neighborhoods  in  every 
big  aty- 

It's  unscientific  and  unfair 
to  Single  out  one  of  these 
local  organizations  as  the  best 
m  the  country  —  but  if  the 
title  were  being  handed  out  n 
would,  by  common  assent  ot 
people  in  the  field,  probable 
go  to  the  New  Community 
Corporation  in  Newark 
Founded  a  year  after  the  196* 
Newark  nou.  New  Commu 
niiv  became  a  substantial  er- 
terpnse  during  the  198C  \ 
under  the  direction  ol  a  rurr- 
pled.  unassuming  Cathoiic 
pnett,  William  J.  Lmdet  To- 
day It  operates  2.500  housing 
units  that  are  home  to  ^ZOC 
people;  seven  day-care  cen- 
ters; an  ei«menury  scntx>i.  i 
shopping  center  anchored  bv 
a  new  Pathmark  tupcrmarket, 
a  nuning  home;  a  |Ob-pUce- 
mem  center,  a  newspaper  and 
a  restaurant.  It  has  \2hb  em- 
ployees and  an  S95  million 


hood  where  New  Community 
operates  ieels  organized  and 
safe  Right  next  to  It.  a  private 
aeveiopei  has  buiii  markei- 
rate  housing,  which  n  a  vote 
of  contidence  m  New  Com- 
munity j  ability  lo  stabilize 
the  area 

It  wouid  be  a  mistake,  how- 
ever, to  make  the  leap  from 
the  impressive  work  of  New 
Communitv  or  that  of  other 
Community  Development 
Corporations  lo  the  conclu- 
sion tnai  ghetto  economic  re- 
vitaliuiion  can  work  —  al- 
though making  that  leap  has 
become  routine  lor  lournal- 
isti.  foundation  executives 
and  Government  officials  A 
strict  unwr:iien  code  among 
CommuniTv  Development 
Corporation  peopie  Oiciairs 
thai  they  must  iniui  econom- 
ic development  is  theit  prima- 
ry Tiisson  Linder  cenamlv 
coes  Ts  ttie  nai^rd  eve. 
;ncugn.  economic  ofvelop- 
Tirnx  ts  ha/dJv  the  most  sirik- 
.rg  iraiurr  o'.  Communnv 
Deve.ormeni  Cotporinons 
in  irr  ncigrborhoot:  where 
Sew  Communitv  operates, 
-lere  it  a:most  no  ptivaie- 
lec'.or  e;onom<£  aciiviiv. 
New  C3'**'un.n  jr  imagi- 
nattvr  ano  metfeiic  fiarveiier 
31  iranit  oani.  subsidies  and 
:a*  aoatemeris  irom  Covern- 
Tfr:,  -ouneations  and  busi- 
ness owns  outright  almost 
evervihtng  mere 

111  mam  activirv  ^  and  the 
mam  activiiv  of  most  other 
Commumry  Development 
Corporaiioni  —  is  creating 
ano  Operating  housing  for  the 


poor,  Beouse  there  are  lo 
many  Community  Develop- 
ment Corporations  and  other 
local  effons.  and  because 
these  organizations  are  often 
run  by  inexperienced  people, 
many  are  incompetent  or  even 
corrupt:  they  fizzle  out.  or 
hmp  along  for  years.  The 
most  impressive  thing  about 
the  hundreds  of  good  Com- 
munity Development  Corpo- 
rations, though.  IS  almost  al- 
ways their  housing  work. 

Subsidized  housing  it  the 
spiritual  center  ol  antipoveriy 
work.  In  the  dawning  days  of 
urban  social  reform.  Jacob 
Riis  and  his  allies  believed 
that  the  key  to  solving  the 
problems  of  the  slums  was 
building  "model  tenements  " 
By  the  mid-1960s,  the  pan- 
demic violence  and  social  de- 
terioration at  big  public- 
housmg  protects  was  the  mam 
evidence  for  the  view  (which 
still  prevails)  thai  Govern- 
ment aniipovenv  programs 
had  failed.  To  viSit  successful 
Community  Development 
Corporations  is  to  see  that 
subsidized  housing  for  the 
poor  can  work  ^  m  fact, 
there  seems  to  be  a  consistent 
model  that  works  from  neigh- 
borhood to  neighborhood 
The  key  points  m  common 
are  he?vy  emphasis  on  securi- 
ty (New  Community  has  a 
private  security  force  of  120 
people,  almost  one-tenth  of 
Its  payroll);  keeping  the  size 
of  each  development  manage- 
ably smal!:  creating  some  eco- 
nomic mix  of  tenants;  screen- 
ing prospective  tenants  and 
expelling  tenants  who  commit 


cnmei  or  otherwise  Oreak  the 
rules  Subsidized  Housing  of 
this  kind  tends  lo  be  run  by  a 
Single  strong  leider  For  ex- 
ample, [he  deputy  borough 
president  o(  the  Bronx.  Gene- 
vieve Brooks,  started  out  as 
head  of  a  Communitv  Devel- 
opment Corporation  called 
the  Mid-Bronx  Desperadoes. 

The  implications  of  an  ex- 
isting repiicabie  lormuU  (or 
running  subsidized  homing 
for  the  poor  are  immense  It 
raises  the  hope  ot  making 
some  significint  aent  m  prob- 
lems like  homeiessness  and 
inner-ciTv  dilapidation  Suc- 
cess stones  in  noosmg  mieht 
well  make  thr  oubiic  more 
Willing  also  to  Support  Gov- 
ernment ellorts  in  education, 
child  care,  heajih.  pubnc  safe- 
ty and  iob  training  that  would 
address  what  evervone  knows 
IS  an  intolerable  ctms  m  the 
ghettoi 

Bui  the  peopie  who  are  do- 
ing good  work  n  poor  urban 
neighborhooos  —  wno  have 
signilicanilv  improved  horrific 
conditions  bv  t>eurine  out  how 
to  deliver  iraciiioru.  social 
services  well  —  iimosi  alw^vi 
sav  that  ihev  ire  engafcd  m 
"economic  aeveioomenr  '  or 
"grass-roots  community  devel- 
opment, rather  than  trumpet- 
ing their  real  jiorv  (The  most 
comprehensive  national  study 
of  Community  E>evelopment 
Corporations  does  admit, 
slightly  through  gniied  teeth, 
that  hotuing  is  "the  CDC  "s" 
largest  single  program  area." 
and  that  their  "record  m  hous- 
ing IS  stronger  than  it  is  m  the 
Conunard  On  p^ge  60 
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development  of  commercial  propeny 
or  buimets  enicrpnscj.")  The  tdei  of 
poor  people  being  mimtiered  to  [oday 
has  a  creepy.  Kiphngetque  feeling  10 
It;  everyone  m  the  field  fmds  the  idea 
thai  poor  people  are  being  "empow- 
ered" much  more  comfonable.  In  a 
way,  ihc  whole  notion  of  economic 
revitaliution  fuociions  ai  a  kind  of 
code:  It's  a  formubtion  thai  isn't  uk- 
cn  literally  and  one  that  worked  won- 
derfully well  to  bring  all  the  antipov- 
eny  players  together  in  a  penod  when 
their  cause  wasn't  receiving  much  ai- 
teniion  from  the  general  public  or  the 
Federal  Government. 

NOW  THINGS  ARE  CHANC- 
ing.  An  Administratjon  in 
leresied  in  intipoverty  pro- 
grams IS  in  the  White 
House.  Bill  Clinton  has  made  11  obvi- 
ous that  he  understands  and  is  tor- 
mented by  how  bad  things  are  m  the 
ghettos  It  IS  alto  hii  natural  inclina- 
tion to  look  to  the  Federal  Govern- 
ment to  do  something  about  it  But 
what>  Economic  rrvitalization  efforu 
pass  every  test  but  one.  the  reabty  test. 
They  are  popular  among  all  the  key 
pbyers  in  aniipoverty  poLcy;  they 
sound  good;  they  have  bipartisan  ap- 
peal, they  are  based  on  tax  breaks 
rather  ihafl  on  spentling  and  so  are 
easier  to  pass.  The  only  problem  is  that 
so  far  they  haven't  worked  —  which 
creates  a  larger  problem. 

Think  for  a  minute  about  v^  mon 
people  believe  that  the  Great  Society 
was  a  failure  What's  the  evidence?  It  is 
the  enduring  physical  and  social  deteri- 
oration of  poor  iiuier-ary  neighbor- 
hoods. The  Government  promised  to 
turn  iheic  places  around,  and  iiutead 


they  got  worse;  ipso  facto.  Government 
can't  do  anvthing  nghi  This  ts  eiualy 
ihe  button  that  Marlirt  Fitzwater  tried 
to  push  last  year  when  he  blamed  the 
Great  Sociery  lor  the  Los  Angeles  nois. 
It's  all  too  easy  to  imagine  the  Repub- 
lican nominee  in  1996  staging  a  press 
conference  in  one  ot  the  Clinton  Ad- 
ministration's Empowerment  Zones, 
waving  a  hand  expressively  at  the  sce- 
nery and  saying  "See?  They  told  us 
that  by  spending  billions  here  they 
were  going  to  create  a  nice  place"  All 
this  will  be  hypocritical,  ol  course, 
because  the  Republican  nominee  will 
probably  be  someone  who  supported 
a  quite  similar  Bush  plan,  but  ■<  will  be 
effective 

On  the  other  hand,  programs  ic 
make  daily  life  in  the  ghettos  decent 
and  to  put  inner-city  residents  on  the 
track  10  something  better  are  problem- 
atic for  Washmpon  Voters  arc  abso- 
lutely cenain  thai  social  ter^'lces  cost  a 
lot  and  don't  work,  so  political  tuppon 
for  [hem  is  hard  to  come  bv  Mean- 
while, there  is  coni.dcnblc  evidence 
that  out  in  the  ghettos,  people  arc 
finding  ways  to  deiivfr  jocial  services, 
especially  housing  and  dav  care,  eftcc- 
tivety  Everybodv  involved  'n  aniipov- 
erty work  knows  this,  which  is  the 
reason  that,  on  the  ground,  community 
efforts  focus  pnmarrlv  on  housing, 
safety,  education  and  ;ob  training  — 
and  the  reason  that  Washington  tnei 
regularly  10  sneak  more  firuncing  for 
these  social  services  into  legislation. 
What  the  people  who  know  won't  dtx 
at  the  moment,  is  itaie  these  goals 
directly  Thev  fear  (fuc  public  hostiLty 
to  Government  social- service  programs 
ij  too  strong  Il'i  1  trage<fv  What  is 
gamed  in  the  short  rvn  bv  making  1 
promise  tfut  sounds  mote  appealing  — 
economic  de\elopmcni  —  is  tar  out- 
weighed by  what  is  lost  >n  the  long  run 
when  the  dream  docsn  t  come  true  • 
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Statement  of  DeWitt  John 

Director,  Center  for  Competitive  Sustainable  Economies 

National  Acad^ny  of  Public  Administration 

before  the 

Subcommittee  on  Economic  Growth  and  Credit  Formation 

of  the 

House  Committee  on  Banking,  Finance  and  Urban  Affairs 

March  22,  1994 

Chairman  Kanjorski  and  honorable  members  of  the  Subcommittee,  I  thank  you  for  the 
opportunity  to  testify  at  today's  hearing  on  reauthorization  of  the  Economic  Development 
Administration  (EDA).  The  following  comments  reflect  my  personal  views  based  largely  on 
working  on  rural  development  and  on  development  in  metropolitan  regions.  The  comments  do 
not  rq)resent  the  views  of  the  National  Academy  of  Public  Administration  or  its  fellows. 

Chairman  Kanjorski  said  last  week  that  reauthorization  was  a  unique  opportunity  to  help  with 
the  "rebirth"  of  EDA.  Similarly,  Assistant  Secretary  William  W.  Ginzberg  said  recently  that 
reauthorization  was  an  opportunity  to  "create  new  directions"  for  the  agency. 

It  is,  indeed,  a  time  for  a  fresh  start  for  EDA,  because  conditions  have  changed  in  dramatic 
ways  since  EDA  was  created,  and  it  is  time  to  bring  the  agency  up  to  date. 

1.  The  first  step  towards  a  fresh  start  is  to  identify  the  successes  from  the  past.  And 
certainly  EDA  has  done  a  great  deal  of  good  work. 

EDA  has  been  an  important  source  of  support  to  local  economic  development  efforts  by  building 
regional  capacity  for  economic  development.  In  addition,  EDA  has  provided  funds  for  many 
iimovative  development  efforts,  and  it  has  helped  to  build  knowledge  of  how  economic 
development  works. 

2.  The  second  step  is  to  recognize  what  has  changed.  For  example,  the  kinds  of  economic 
development  assistance  which  businesses  need  from  government  have  changed. 

American  firms  face  rapid  changing  markets  and  technologies.  Computers  and  modem 
telecommunications  are  changing  manufacturing  in  fundamental  ways,  not  just  replacing  manual 
labor  with  smart  machines,  but  also  redefining  products  and  production  processes. 

In  these  turbulent  conditions,  firms  need  specialized  information  about  changing  markets  and 
technologies.  Large  multinational  firms  have  easy  access  to  vast  resources  of  information  and 
expertise,  but  many  small  and  medium-sized  firms  do  not.  They  must  often  rely  on 
government,  non-profit  agencies,  trade  associations  and  private  industries  for  this  expertise. 

This  need  for  new  kinds  of  services  for  businesses  suggests  an  answer  to  the  questions  which 
you  posed  in  your  letter  to  witnesses  at  this  hearing.  If  EDA  is  to  address  the  central  issues 
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in  economic  development,  it  should  build  technology  commercialization  and  marketing  into 
its  programs,  along  with  traditional  activities. 

How  can  this  be  done  best?  My  suggestion  is  that  Congress  should  resist  the  temptation  to 
design  a  detailed  new  set  of  EDA  programs.  The  reason  has  to  do  with  the  changing 
relationship  between  regions  and  the  national  government. 

EDA  was  created  to  equip  the  federal  government  with  tools  to  help  distressed  regions.  But  the 
capacity  of  the  federal  government  to  help  regions  has  diminished.  It  is  more  than  a  matter  of 
the  tight  federal  budget.  Whatever  policies  they  adopt,  national  governments  the  world  over 
seem  to  be  slowly  and  inexorably  losing  their  ability  to  protect  communities  from  international 
competition  and  rapid  technological  change. 

As  nations  weaken,  regions  become  more  important.  This  is  the  level  where  labor  markets 
function,  where  firms  have  the  quickest  access  to  expertise  and  business  partners,  and  where 
small  businesses  can  work  with  government  to  create  a  good  climate  for  creating  new  economic 
opportunities. 

Consider  what  Kenichi  Ohmae  wrote  in  the  July  1993  issue  of  the  respected  journal  Foreign 
Affairs.  Ohmae  is  Chairman  of  the  offices  of  McKinsey  &  Company  in  Japan,  so  he  should 
know  something  about  the  leverage  that  a  determined  national  government  can  exert  over 
economic  development. 

...  the  nation  state  has  become  an  unnatural,  even  dysfunctional,  unit  for  organizing 
human  activity  and  managing  economic  endeavor  in  a  borderless  world.  ...only  relaxed 
central  control  can  allow  the  flexibility  needed  to  maintain  the  links  to  regions  gripped 
by  an  inexorable  drive  for  prosperity."  ' 

Ohmae  underestimates  what  national  governments  can  do.  They  can  help  build  regional 
capacity,  as  EDA  has  been  doing  for  many  years.  But  Ohmae's  plea  for  flexibility  is  right  on 
the  mark.  Instead  of  adding  new  programs  for  EDA,  whether  new  approaches  to  business 
finance  or  assistance  with  technology  and  marketing,  Congress  could  remove  some  of  the 
limitations  on  how  EDA  dollars  can  be  used.  After  all,  in  a  turbulent  world,  today's  hot  new 
idea  is  tomorrow's  old  news.  EDA  could  allow  regions  much  more  flexibility  in  how  they  use 
federal  dollars,  and  then  hold  them  accountable  for  achieving  their  goals. 

3.  In  thinking  about  reauthorizing  EDA,  we  should  also  consider  things  that  have  not 
changed.  For  example,  communities,  states,  and  regions  have  not  stopped  chasing 
smokestacks. 

Over  the  past  decade,  there  has  been  widespread  criticism  of  using  public  dollars  to  persuade 


'  Kenichi  Ohmae,  "The  Rise  of  the  Region  State".  Foreign  Affairs.  Spring  1993,  pp.  78-87. 
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firms  to  locate  in  specific  communities  or  states.  This  industrial  recruitment  is  often  a  fruitless 
competition  that  subsidizes  firms  and  weakens  local  tax  bases  without  adding  to  the  productivity 
of  the  national  economy. 

But  recruitment  is  not  slowing  down.  According  to  the  July  1993  issue  of  State  Policy  Reports, 
"States  are  saving  and  chasing  smokestacks  as  least  as  aggressively  as  ever."'  And  we  should 
not  ask  communities  to  stop  recruiting,  just  to  do  it  smarter.  Some  kinds  of  incentives  are 
investments  in  the  community.  They  equip  workers  with  valuable  and  transferrable  skills,  result 
in  spin  offs  of  new  firms,  and  bring  new  energy  and  resources  to  participate  in  civic  affairs  and 
local  development  efforts.  The  successful  rural  communities  that  I  am  familiar  with  do  not  stop 
recruiting,  they  just  do  other  things  too.^  Indeed,  their  efforts  to  help  create  new  businesses  and 
help  existing  ones  create  a  business  climate  which  attracts  other  firms. 

This  leads  to  another  suggestion  about  EDA  reauthorization.  EDA  could  play  a 
constructive  role  in  disciplining  industrial  recruitment  ~  not  by  trying  to  regulate  it,  but 
by  making  information  about  recruitment  practices  more  widely  available. 

Think  about  industrial  recruitment  as  a  market,  where  communities  "buy"  recruits  by  offering 
various  incentives.  This  market  is  one-sided,  pitting  communities  against  each  other  in  trying 
to  attract  individual  firms.  The  firm  knows  what  different  states  and  communities  are  offering, 
but  states  and  communities  do  not  have  this  information,  and  as  a  result,  it  is  likely  that  they 
often  pay  higher  prices  than  they  should. 

This  can  be  fixed.  Better  information  about  how  much  states  and  communities  are  "paying"  to 
attract  industry  could  discipline  the  market  and  improve  its  efficiency  and  transparency. 
Someone  could  monitor  deals,  and  publicize  the  costs  and  benefits. 

PubUc  information  about  recruitment  could  also  help  educate  the  public  and  create  a  pressure 
against  unwise  investment  of  public  dollars  in  recruitment.  Information  about  recruitment  could 
encourage  the  public  and  public  officials  to  look  at  recruitment  as  an  investment  in  building  the 
productivity  of  the  local  economy. 

More  regulations  are  not  the  way  to  do  this.  Instead,  EDA  could  take  the  lead  in  establishing 
an  impartial  non-profit  agency  funded  jointly  by  states,  the  federal  government,  and  the  private 
sector,  which  could  spot-check  deals  and  publish  reports  evaluating  deals  and  exploring 
alternative  investments. 


^  State  Policy  Reports,  volume  11,  issue  13,  July  1993,  p.  10. 

^  DeWitt  John,  Sandra  Batie,  and  Kim  Norris,  A  Brighter  Future  for  Rural  America? 
Strategies  for  Communities  and  States  (Washington,  D.C.,  National  Governors'  Association, 
1988),  pp.  26-50. 
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4.  In  addition  to  the  durability  of  recruitment,  another  enduring  fact  is  the  fragmentation 
of  government  programs  that  encourage  economic  development. 

Fragmentation  is  a  fact  of  life  in  modem  American  politics  in  all  policy  areas.  Consider  how 
it  plays  out  in  regions.  In  a  typical  rural  region,  one  can  find  an  economic  development  district, 
a  councU  of  governments,  a  resource  conservation  district,  a  service  delivery  area  for 
government  training  programs,  a  regional  community  college,  a  rural  electric  coop,  several 
special  districts  for  solid  waste  and  water  supply,  and  district  offices  of  several  state  agencies. 
The  private  and  not-for-profit  sectors  also  have  institutions  which  provide  services  at  the  multi- 
community  level.  The  goals  of  these  organizations  often  overlap  to  a  significant  degree.  But  their 
boundaries  may  be  very  different.  And  even  more  important,  because  there  are  so  many 
organizations,  many  are  too  weak  to  do  much  on  their  own.  Each  competes  for  the  time  of  rural 
leaders  and  for  pools  of  state,  federal,  and  non-profit  resources.  There  are  just  not  enough 
leaders  or  enough  resources  to  go  around. 

There  is  an  accumulating  body  of  evidence  that  the  key  to  success  for  regions  and  communities 
lies  in  overcoming  fragmentation.  The  communities  that  grow  are  the  ones  that  can  forge  a 
consensus  on  community  goals  and  mobilize  public  and  private  resources  to  achieve  these  goals. 
The  key  to  development  is  civic  capacity  -  the  shared  understandings  and  formal  partnerships 
that  make  it  possible  to  put  together  a  critical  mass  of  resources. 

This  leads  to  my  final  recommendations:  ways  that  EDA  could  help  build  collaborative 
efforts  at  the  regional  level.  It  may  be  time  for  EDA  to  re-examine  the  network  of  institutions 
that  are  working  to  build  economic  opportunities  in  distressed  communities,  and  to  look  closely 
at  how  the  most  successful  regions  work.  My  expectation  is  that  they  wiU  find  a  wide  variety 
of  regional  partnerships,  led  by  different  organizations  in  different  places  and  working  towards 
goals  that  are  broadly  similar  but  quite  different  when  examined  in  detail. 

EDA  might  look  at  whether  it  provides  incentives  to  Economic  Development  Districts  to  buUd 
regional  partnerships,  and  whether  the  requirements  that  it  places  on  EDDs  are  flexible  enough 
to  permit  collaboration.  Congress  might  give  EDA's  clearinghouse  on  defence  conversion  a 
broader  mandate,  to  look  at  the  full  range  of  conversion  issues  —  not  only  converting  to  adapt 
to  defence  shutdowns  but  to  adapt  to  any  type  of  change. 

And  finally,  EDA  might  look  forward  enthusiastically  to  supporting  the  president's 
empowerment  zone  initiative.  The  keys  to  this  initiative,  as  I  see  it,  are  (1)  that  it  encourages 
collaborative  partnerships  and  (2)  that  it  provides  flexibility  to  communities  and  zones  in 
designing  these  partnerships.  But  of  course  this  approach  can  be  applied  in  any  community, 
whether  or  not  it  wins  designation  as  an  official  empowerment  zone.  EDA's  role  could  be  to 
help  spread  these  principles  of  the  empowerment  zone  legislation  to  all  communities  and  regions. 
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Good  morning.  Chairman  Kanjorski  and  members  of  the  Subcommittee.    My  name 
is  Paul  Miller.    I  am  Director  of  the  Planning  and  Development  Department  for  the  City  of 
Newport  News,  Virginia.    Newport  News  is  an  active  user  of  the  Economic  Development 
Administration's  various  programs,  including  the  successful  funding  of  revolving  loan  funds 
and  the  development  of  our  Seafood  Industrial  Park,  a  commercial  seafood  harbor.    Thank 
you  for  the  opportunity  to  testify  this  morning  regarding  the  role  of  service  delivery  and  the 
use  of  Economic  Development  Administration  funds. 

I  am  testifying  this  morning  on  behalf  of  The  National  Council  for  Urban  Economic 
Development,  known  as  CUED.    CUED  is  a  nonprofit  membership  organization 
representing  over  1 ,200  economic  development  professionals  from  cities  of  all  sizes, 
metropolitan  areas  and  regions.    The  members  of  this  organization  are  the  public  and 
private  sector  practitioners  who  are  working  to  build  local  economies  through  the  tools  used 
to  create,  attract  and  retain  jobs.    I  am  a  longstanding  member  of  CUED. 

CUED  and  its  Board  of  Directors  appreciates  the  new  approach  that  seems  to  be 
taking  place  within  the  Economic  Development  Administration  (EDA)  with  the  appointment 
of  William  Ginsberg  as  Assistant  Secretary  of  Commerce  for  Economic  Development  and 
Administrator  of  the  Economic  Development  Administration.    Mr.  Ginsberg,  who  was  a 
member  of  CUED  when  he  was  Development  Administrator  of  the  City  of  New  Haven, 
Connecticut,  is  familiar  with  traditional  approaches,  many  of  which  still  work  in  parts  of 
the  country,  and  also  has  a  great  deal  of  experience  with  economic  development's  newest 
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tools  and  techniques,  which  will  be  of  increasing  importance  to  the  EDA  in  the  future. 
CUED  is  heartened  that  the  EDA  has  leaders  like  Will  Ginsberg  and  his  Deputy  Wilbur 
Hawkins,  who  are  able  to  lead  the  organization  to  the  cutting  edge  of  economic 
development. 

CUED  has  worked  closely  with  the  Economic  Development  Administration 
throughout  our  25-year  history.    With  EDA's  support  and  through  its  member  professionals, 
CUED  has  produced  a  large  body  of  knowledge  on  the  most  effective  strategies  for 
economic  development  and  approaches  to  issues  such  as  training  hard-to-employ  youth, 
developing  export  markets  and  urban  manufacturing.    Through  EDA-sponsored  publications 
and  conferences,  CUED  has  been  able  to  provide  timely  information  to  the  economic 
development  field  that  helps  them  to  understand  and  adapt  to  global  economic  forces 
affecting  their  local  economies.    CUED  members  often  find  that  EDA  has  a  stronger 
relationship  with  local  economic  development  practitioners  than  other  federal  agencies  do, 
and  applauds  its  capacity  to  look  beyond  individual  localities  to  regional  and   national 
issues. 


Traditional  Role  of  EDA  in  Communities 

In  many  communities,  EDA  grants  are  crucial  for  rehabilitating,  repairing  or 
constructing  infrastructure  and  public  works  facilities  for  industrial  or  commercial 
development.    These  communities  might  not  otherwise  be  desirable  site  locations  for 
expanding  enterprises  because  they  do  not  have  the  infrastructure  in  place,  and  the 
communities  do  not  have  the  funds  to  build  it.  This  creates  an  extremely  difficult  barrier  to 
overcome  since  many  businesses  require  infrastructure  in  place  before  they  will  even 
consider  a  potential  site  location.    At  the  same  time,  the  community  needs  the  taxes 
generated  by  these  firms  to  finance  such  public  improvements.    So  it  is  a  kind  of  "Catch- 
22"  situation  for  the  community,  and  EDA  public  works  funds  are  a  valuable  resource  in 
helping  to  resolve  the  dilemma. 

Funds  are  typically  used  in  conjunction  with  new  development  or  redevelopment. 
Since  EDA's  assistance  is  targeted  to  areas  experiencing  either  long-term  or  sudden  and 
severe  job  loss,  the  aid  goes  directly  to  communities  who  could  not  otherwise  afford  the 
needed  public  improvements.    With  these  improvements,  they  can  attract  or  expand 
business  enterprises  on  available  sites  and  increase  their  tax  base.    For  instance,  the 
Massachusetts  Government  Land  Bank  used  funds  to  retain  fishing  industry  jobs  by 
building  a  cold  processing  building  and  upgrading  the  entire  pier  facility.    The  State  has 
also  made  use  of  more  traditional  EDA  funding  sources  for  demolition  and  rehabilitation 
activities  involved  with  the  pier  facility  development  project. 

While  EDA  funds  can  be  used  for  filling  funding  gaps  for  site  specific  projects, 
primarily  public  sector  endeavors,  they  are  overwhelmingly  targeted  to  projects  that  have 
state  or  local  ftmding  committed  to  them  as  matches.    EDA  Public  Works  fimds  typically 
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provide  about  half  of  a  project's  costs,  requiring  a  match  from  the  recipient  community  for 
the  remainder.    EDA  requires  that  the  local  share  be  in  place  before  it  will  disburse  any 
funds.    Furthermore,  EDA  does  not  allow  the  funds  to  be  passed  through  or  reused  by 
organizations  other  than  the  initial  grantee. 

Grantees  may,  of  course,  use  state  or  local  funds  as  their  match,  but  they  also  may 
use  federal  funds  as  well,  including  Community  Development  Block  Grants  or  Farmers 
Home  Administration  rural  development  loan  funds.    For  example,  the  public  works  grants 
program  requires  a  minimum  20  percent  state-local  match  with  the  EDA  grant  covering,  on 
the  average,  only  50  percent  of  a  project's  cost,  thus  encouraging  the  use  of  other  federal 
programs.    EDA's  grants  for  sudden  and  severe  distress,  which  constitute  half  of  the 
economic  adjustment  assistance  program,  will  cover  up  to  75  percent  of  project  costs. 
According  to  EDA,  around  50  percent  ($6  to  $8  million  annually)  of  the  sudden  and  severe 
distress  grants  funding  the  construction  of  real  estate  projects. 


Innovations  in  EDA  Program  Uses 

Most  grants  assist  infrastructure-related  improvements,  such  as  water  and  sewer 
connections  and  road  improvements,  for  specific  development  projects.    Increasingly, 
economic  adjustment  grants  are  being  used  to  finance  capital  improvements  for  industrial 
parks,  incubator  facilities  and  low-income  housing  projects.    As  an  example  of  these 
innovative  uses  include  the  Ohio  Valley  Business  and  Industrial  Development  Corporation 
(BIDC)  in  Wheeling,  West  Virginia  has  used  EDA  funds  to  assist  in  the  construction  of  a 
Technology  Center  and  the  City  of  Abilene's  use  of  EDA  funds  to  support  the  development 
of  the  Abilene  Business  and  Education  Center—a  joint  incubator  and  community  college 
facility. 

EDA's  economic  adjustment  program  has  helped  many  cities  in  capitalizing 
revolving  loan  funds  to  address  local  needs.    With  some  290  funds  in  place,  EDA  statistics 
indicate  that  more  than  $350  million  in  EDA-assisted  loans  had  leveraged  more  than  $1 
billion  in  private  investment,  providing  more  than  100,000  jobs  in  distressed  areas. 
Currently,  nearly  3,800  businesses  have  outstanding  EDA  loans.    These  revolving  loan 
funds  make  possible  local  industry  expansions  that  would  not  otherwise  be  able  to  occur. 

Those  economic  adjustment  efforts  have  increasingly  been  oriented  toward  meeting 
the  challenges  created  by  cuts  in  the  defense-related  industries.    Newport  News  has  long 
benefitted  from  EDA's  emphasis  on  economic,  and  now,  defense  adjustment.    In  1979,  as  a 
result  of  sudden  and  severe  economic  distress  caused  by  declining  defense  shipbuilding 
expenditures,  the  City  received  a  $3.3  million  EDA  grant,  to  which  a  $1.9  million 
supplementation  was  added  in  1980.    The  $3.3  million  was  used  to  bulkhead  our  Seafood 
Industrial  Park,  provide  drainage  improvements  for  the  Oyster  Point  Industrial  Park  and 
capitalize  a  revolving  loan  fund.    In  1983,  the  City  received  a  $1.0  million  EDA  public 
works  grant  to  complete  Phase  II  of  the  Seafood  Industrial  Park  bulkheading.    Last  year. 
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the  City  received  $1.8  million  under  the  Sudden  and  Severe  Economic  Distress  program  to 
improve  the  jetty  at  the  Seafood  Industrial  Park  and  to  capitalize  another  revolving  loan 
ftind.    The  City  is  currently  awaiting  approval  of  a  $1,275  million  defense  conversion  grant 
being  administered  by  EDA.    This  money  will  be  used  to  fund  infrastructure  at  a  business 
and  industrial  park  near  our  airport. 

Other  communities  affected  by  defense  cutbacks  have  used  EDA  in  its  newer  role  as 
defense  adjustment  and  high-technology  facilitator.    For  instance,  St.  Louis  County  used 
EDA  funds  extensively  in  a  defense  adjustment  program  touted  as  a  model  by  both  CUED 
and  the  Pentagon  for  communit>'  planning  and  action.    Working  closely  with   the  Office  of 
Economic  Adjustment,  EDA  helped  St.  Louis  fund  research  into  the  employment  needs  of 
laid-off  defense  workers,  and  for  the  development  of  defense  diversification  plans.    In 
addition,  EDA  was  instrumental  in  St.  Louis  County's  renovation  of  a  manufacturing 
technology  education  center  and  in  the  creation  of  a  seven-county  regional  revolving  loan 
fimd  for  focused  on  helping  defense-dependent  firms  develop  product  commercialization 
strategies. 

The  City  of  San  Diego  is  currently  working  on  the  establishment  of  the  San  Diego 
Technology  Council,  which  will  bring  together  the  resources  and  expertise  of  industry, 
academia,  labor  and  government  to  facilitate  technology  commercialization  and  industry 
modernization,  and  will  be  largely  funded  by  the  EDA.    One  of  the  organizations  taking 
part  in  the  Council  that  is  also  receiving  a  portion  of  its  funding  from  the  EDA  is  the  High 
Technology  Resource  Center,  which  will  be  a  one-stop  center  for  all  forms  of  business  and 
technical  assistance  to  San  Diego's  manufacturing  and  high  technology  firms.    Its  partners 
will  include  the  City  of  San  Diego;  the  San  Diego  Economic  Development  Corporation;  the 
University  of  California,  San  Diego  Campus;  and  the  San  Diego  Supercomputer  Center. 
Another  member  of  the  Council  receiving  partial  funding  from  the  EDA  is  San  Diego's 
Technology  Incubator,  which  will  be  managed  by  the  San  Diego  City  College  Center  for 
Applied  Competitive  Technologies. 

EDA  has  also  supported  efforts  in  southern  California  to  address  the  combined 
devastation  of  defense  dowTisizing,  riots,  and  the  most  recent  earthquake.    One  of  the  most 
significant  EDA  investments  in  the  area  was  a  $3  million  grant  to  Rebuild  Los  Angeles  to 
help  in  their  efforts  to  create  new  business  opportunities  in  South  Central  Los  Angeles. 

Although  they  may  have  received  less  attention,  EDA  has  been  involved  in  other 
areas  as  well.    The  agency  helped  St.  Louis  County  fimd  a  multi-year  program  of 
international  trade  assistance  through  the  St.  Louis  World  Trade  Center  to  further  diversify 
the  area's  economy.    The  EDA  also  funded  a  significant  expansion  of  St.  Louis  County's 
Small  Business  Incubator  program,  which  also  used  funds  leveraged  by  the  local 
government,  state  grants  and  state  tax  credits. 
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The  Need  for  EDA  to  Participate  in  Urban  Economic  Development 

Although  this  has  lessened  in  the  past  few  years,  the  agency  has  had  and  continues 
to  have  a  traditional  rural  bias.    In  large  part,  this  is  because  it  was  created  in  the  1960s  at 
a  time  when  the  cities  were  receiving  a  lot  of  federal  assistance  through  urban  renewal, 
housing  and  anti-poverty  programs.    EDA,  along  with  ARC,  was  perceived  of  as  an  agency 
to  deal  with  the  problems  of  a  neglected  rural  America.    EDA  emphasizes  that  only  projects 
in  "highly  distressed"  areas  will  receive  funding.    About  80  percent  of  the  agency's  funding 
has  been  targeted  to  rural  areas.    Urban  areas  in  their  grant  applications  must  demonstrate 
"exceptional  potential"  for  mitigating  severe  economic  distress  and  providing  job  creation  or 
retention  opportunities. 

Despite  the  fact  that  85  percent  of  the  population  lives  in  metropolitan  areas,  federal 
program  designed  to  address  the  needs  of  our  urban  centers  have  not  been  well  supported  in 
the  past.  That  is  why  the  federal  economic  development  programs,  in  particular  EDA, 

are  so  important  to  cities  throughout  the  country  that  are  in  danger  of  experiencing  the 
same  kind  of  response  to  the  unemployment,  disinvestment  and  hopelessness  that 
characterize  many  of  our  inner  cities.    EDA  funds  will  be  critical  to  provide  the 
infrastructure,  services  and  quality  of  life  needed  to  retain  businesses  and  encourage  growth. 
EDA  funds  can  be  targeted  to  achieve  economic  benefits  for  locations,  sectors  or  groups 
that  are  at  a  competitive  disadvantage  in  the  marketplace  or  are  suffering  major 
restructuring  as  in  the  case  of  the  aerospace  industry.    EDA  funds  can  help  overcome 
infrastructure  neglect  in  distressed  areas  and  encourage  private  capital  investment  by 
helping  businesses  to  become  more  competitive. 

In  today's  global  economy,  innovation  and  flexibility  are  essential  to  local 
competitiveness  and  business  success.    Businesses  must  continually  adapt  new  production 
processes,  technological  skills  and  distribution  networks  to  compete.    To  achieve  this 
competitive  position  requires  an  investment  in  the  human  infrastructure  in  terms  of  training 
and  education  needed  for  highly  skilled  positions,  improvements  in  transportation  networks 
and  telecommunications,  and  investment  in  new  information  technology. 

Transportation  and  environmental  issues  are  also  of  critical  importance  to  urban 
economies.    Environmental  problems  require  investment  in  new  technologies  and  clean  up, 
particularly  in  older,  primarily  urban  structures  built  in  a  time  when  less  stringent 
environmental  regulations  and  more  lax  enforcement  of  those  regulations  resulted  in  the 
massive  levels  of  clean-up  required  today.    Cities  are  increaolngly  faced  with  problems 
related  to  environmentally  contaminated  sites.    Projects  are  being  halted  because  of 
environmental  problems  and  the  difficulty  of  engineering  site  clean-up  and  mitigation 
efforts  needed  to  allow  private  investments  to  go  forward. 

The  Economic  Development  Administration  has  great  potential  for  assisting  cities 
and  urban  areas  with  these  economic  development  issues  through  investments  in 
infrastructure,  business  development  and  related  innovative  programs.    Yet  the  needs  are 
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great.    If  our  cities  are  to  have  a  chance,  the  emphasis  must  be  on  creating  jobs  in 
traditionally  disadvantaged  areas  where  they  are  most  needed.    Again,  a  focus  of  programs 
on  our  urban  economies  is  critical  if  we  are  to  save  our  cities. 

Some  of  EDA's  greatest  successes  have  come  in  urban  and  urbanizing  areas  where 
carefully  targeted  investments  have  resulted  in  leveraging  substantial  private  investment  to 
create  or  retain  jobs  in  the  private  sector.    EDA's  investments  in  public  works  and 
infrastructure  have  been  vital  in  making  hundreds  of  development  and  redevelopment 
projects  financially  viable.    Typical  was  EDA's  investment  of  Title  I  funds  in  the  Port  of 
Tacoma,  Washington,  which  leveraged  $250  million  in  other  local  investment  and  created 
thousands  of  new  jobs.    We  agree  that  EDA  should  continue  to  focus  its  public  works 
program  in  projects  where  private  investment  can  be  leveraged.    Because  the  federal  money 
is  so  limited,  it  should  be  used  where  it  will  do  the  most  good. 

Another  outstanding  example  where  EDA  participation  has  been  crucial  to  the 
success  of  an  economic  development  project  is  in  Baltimore.    That  city  has  received  much 
national  attention  for  its  economic  development  successes  over  the  past  15  years.    Besides 
the  highly  visible  activity  downtown  at  the  Inner  Harbor,  the  city's  economic  development 
program  has  focused  chiefly  on  industrial  retention  through  the  creation  of  opportunities  for 
plant  relocation,  expansion,  and  modernization.    The  central  feature  of  this  orientation  has 
been  the  creation  and  upgrading  of  industrial  parks  in  the  city.    EDA  assistance  was 
instrumental  in  achieving  this  objective.    More  recently,  the  city  has  diversified  its  goals  to 
include  the  development  of  the  biomedical  industry  as  well  as  industrial  development  in 
waterfront  areas. 

EDA  also  makes  available  money  for  planning  assistance,  and  Baltimore  has  used 
this  type  of  funding  extensively.    EDA  programs  have  been  critical  in  enabling  the  city  to 
establish  a  highly  professional  economic  development  planning  and  implementation  team 
and  implement  industrial  development  activities  that  have  generated  tens  of  millions  of 
dollars  in  new  private  investment  and  thousands  of  new  jobs.    These  are  projects  which  the 
city  could  not  have  initiated  alone,  and  the  private  sector  would  not  have  foimd  profitable. 

EDA  grants  also  help  to  revitalize  urban  neighborhoods.    In  the  Liberty  City  area  of 
Miami,  the  scene  of  racial  riots  in  1980,  an  EDA  grant  played  a  vital  role  in  the  creation  of 
a  new  supermarket  and  shopping  center.    A  community-based  development  organization 
used  this  grant  for  equity  in  the  project.    This  shopping  center  has  become  the  centerpiece 
for  the  revitalization  of  a  residential  and  commercial  corridor  with  more  projects  still  being 
added.    Of  course,  more  recently,  EDA  has  played  an  active  role  in  supporting  initiatives  in 
southern  Dade  County  to  rebuild  the  communities  devastated  by  Hurricane  Andrew. 

With  the  demise  of  federal  support  for  urban  areas  during  the  1 980s,  EDA  continued 
to  provide  some  assistance  to  cities  in  their  efforts  to  create  and  retain  jobs  even  though 
most  of  its  funds  went  to  rural  areas.    Rural  areas  also  receive  development  assistance 
through  the  programs  of  the  Department  of  Agriculture.    But  with  the  demise  of  federal 
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support  for  cities,  EDA  stands  as  one  of  the  last  useful  federal  resources  to  aid  in  the 
economic  revitalization  of  urban  areas. 


The  Future  of  EDA 

The  focus  of  EDA  funding  throughout  the  years  has  been  primarily  in  the  area  of 
public  works.    While  infrastructure  investments  continue  to  be  an  important  element  of  a 
community's  competitive  position,  EDA  should  continue  to  broaden  its  focus  in  recognition 
of  the  role  of  technology  and  the  importance  of  human  infrastructure  in  the  new  economy. 
EDA  should  work  closely  with  other  Department  of  Commerce  agencies  such  as  the 
National  Institutes  of  Standards  and  Technology  to  encourage  greater  collaboration  between 
federal  laboratories  and  private  industry  and  to  assist  the  adoption  of  new  technologies  and 
the  modernization  of  manufacturing.    The  agency  should  also  become  more  involved  in  the 
grant-making  activities  of  the  National  Telecommunications  and  Information  Administration 
and  the  service  delivery  systems  being  established  through  one-stop  export  assistance  shops 
sponsored  by  the  International  Trade  Administration  and  several  other  agencies. 

There  is  still  room  for  EDA's  traditional  approach  to  economic  development  in  some 
communities,  and  many  areas  are  benefitting  from  its  newer  focus  on  defense  adjustment 
and  disaster  assistance.    However,  there  is  still  much  on  which  the  EDA  can  impact  in  the 
future.    The  economic  development  profession  is  changing  in  terms  of  what  companies  are 
looking  for  and  the  demands  that  the  marketplace  is  placing  on  its  practitioners.    The 
traditional  concerns  of  bricks  and  mortar  financing,  incentive  programs,  and  business 
attraction,  while  not  disappearing  entirely,  are  being  joined  or  replaced  by  other  concerns 
such  as  business  retention,  the  quality  of  jobs,  manufacturing  modernization,  and 
international  trade,  as  well  as  education  and  training.    It  is  toward  these  issues  that  the  EDA 
should  be  looking  in  the  21st  Century  if  it  is  to  be,  as  it  has  the  capability  to  be,  on  the 
vanguard  of  economic  development. 


Recommendations 

For  the  past  decade,  EDA  has  operated  on  a  year-to-year  appropriation.    Such  a 
mode  of  operation  is  not  conducive  for  strategic  thinking  about  programs.    On  the  contrary, 
EDA  and  its  supporters  have  fought  to  maintain  its  existence.    Now,  with  a  more  receptive 
President,  it  is  time  to  begin  reconsidering  EDA's  role  and  to  enhance  its  effectivencsa  as  a 
tool  for  promoting  economic  development  in  distressed  areas.    CUED  has  the  following 
recommendations  regarding  the  usage  and  delivery  of  its  current  programs  and  funds: 

1.         EDA  should  balance  its  funding  more  equally  between  urban  and  rural  projects. 

While  I  have  discussed  a  number  of  successful  EDA  projects  in  urban  areas,  it  is 
still  important  to  remember  that  EDA  continues  to  be  dominated  by  a  rural  bias.    The 


467 


economic  dislocation  in  urban  economies  is  being  compounded  by  the  presence  of  a  large 
number  of  military  bases  and  defense  contractors  in  urban  areas.    The  EDA  has  great 
potential  for  assisting  cities  and  urban  areas  not  only  in  rebuilding  its  infrastructiire  and 
creating  more  suitable  space  for  industrial  companies,  but  also  in  promoting  the  deployment 
of  new  technology  and  the  expansion  of  international  trade.    With  the  recent  creation  of  the 
Rural  Development  Administration  in  the  Department  of  Agriculture,  the  EDA  need  not 
concentrate  so  specifically  on  rural  development  as  it  has  in  the  past.    It  is  CUED's  position 
that  the  rural-urban  allocation  of  EDA  funding  should  correspond  more  closely  with  the 
needs  of  distressed  areas  whether  urban  or  rural  and  that  should  be  more  closely  aligned 
with  the  proportion  of  rural-urban  population  in  the  U.S.    We  believe  that  EDA  can  be 
fashioned  to  provide  a  program  that  balances  the  demands  of  urban  and  rural  constituencies 
while  achieving  greater  public  benefits,  and  CUED  and  its  members  are  ready  to  help  EDA 
in  designing  a  more  active  role  for  the  agency  in  urbanized  areas.    This  would  include  re- 
orienting all  of  the  field  staff  toward  urban  issues. 

2  The  EDA  should  provide  incentives  for  cities  and  other  local  units  of  government  to 

work  closely  with  non-profits  and  community-based  organizations  (CBOs). 


Community-based  organizations  (CBOs)  are  an  important  part  of  the  economic 
development  landscape,  and  they  will  be  of  increasing  importance  in  the  future.    EDA  is 
supportmg  some  activities  focused  on  improving  the  capacity  of  CBOs.    Currently,  the 
University  Center  at  Cleveland  State  University  is  developing  training  sessions  for  the 
program  staff  of  CBOs  to  become  "industrial  problem-solvers"  using  EDA  funds     These 
are  often  the  people  who  are  closest  to  industrial  retention  problems  but  often  have  the  least 
control  of  and  the  least  resources  to  deal  with  them. 

Yet,  CUED  is  cautious  about  endorsing  the  idea  of  EDA  ftinding  CBOs  directly,  for 
three  reasons.    The  first  is  that  EDA  is  the  single  most  important  resource  promoting 
regional  cooperation  among  participating  entities,  and  this  is  an  approach  that  CUED  also 
supports.    We  are  concerned  that  direct  fimding  of  CBOs,  which  are  often  narrowly 
neighborhood-focused,  would  run  counter  to  this  long-time  accomplishment  of  EDA.    By 
requiring  a  linkage  to  be  built  between  CBOs  and  local  governments,  EDA  ensures  that  this 
regional  focus  is  kept.    In  San  Diego,  for  instance,  EDA  has  leveraged  cooperation  among  a 
number  of  entities  with  the  usage  of  its  defense  adjustment  fiands.    This  has  helped 
encourage  regional  cooperation  in  other  areas  as  well.    EDA  ftmds  can  have  a  profound 
impact  on  state  and  local  government  efforts  to  "reinvent  government"  and  design  quality 
economic  and  social  institutions  to  respond  to  urban  problems.    EDA  should  continue  to 
invest  its  ftmds  in  those  places  where  there  is  strong  evidence  that  state  and  local 
government  is  cooperating  in  the  improvement  of  local  economies. 

The  second  reason  is  that  the  capacity  of  CBOs  is  not  uniform;  while  there  are  many 
large  and  successftil  CBOs  across  the  country  that  could  easily  handle  the  demands  and 
regulations  of  EDA  assistance,  there  are  many  other  small  ones  that  may  not  be  so 
fortimate.    For  instance,  Newport  News  had  the  experience  of  working  with  a  CBO  that 
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was  unprepared  for  the  intricacies  of  a  certain  EDA  project,  resulting  in  substantial  financial 
difficulties  for  the  City  and  the  organization.    It  is  the  City's  view  that  urban  communities 
cannot  afford  the  loss  of  efficiency  in  implementing  urban  redevelopment  that  occurs  if 
efforts  must  be  diverted  to  capacity  building  in  community-based  organizations. 
Furthermore,  the  local  jurisdictions  are  often  better  judges  of  whether  the  efforts  of  CBOs 
fit  into  an  overall  regional  strategy  than  EDA  could  be. 

The  third  reason  is  that  CUED  believes  that  there  must  be  a  linkage  between  the 
local  governments  and  these  organizations  in  the  planning  and  development  of  projects. 
Direct  funding  of  CBOs  would  reduce  the  leverage  available  to  ensure  cooperation  in  the 
development  of  the  area's  land  and  economy.    The  efforts  of  CBOs  and  other  neighborhood 
non-profits  should  be  aligned  with  an  overall  development  strategy  of  the  local  jurisdictions 
and  incorporated  into  the  structure  of  the  locality's  ongoing  projects.    This  is  the  philosophy 
espoused  in  the  Empowerment  Zone/Enterprise  Community  application  process,  and  it 
should  be  maintained  in  EDA's  grant  application  process  as  well. 

While  CUED  is  cautious  about  direct  funding  of  CBOs,  we  want  to  make  it  clear 
that  they  are  an  important  part  of  the  local  development  process.    Therefore,  CUED 
proposes  that  strong  incentives  be  created  within  EDA  programs  for  local  governments  and 
Economic  Development  Districts  to  work  closely  with  area  CBOs  and  non-profits.    Often, 
this  is  already  happening,  and  it  should  be  further  encouraged.    In  this  way,  the  mission  of 
the  area's  development  and  redevelopment  remains  consistent,  and  the  capacity  of  the 
organization  is  assured  and  backed  by  the  local  government. 

3.  EDA  grant  approval  procedures  should  be  streamlined  and  shortened;  better 

coordination  is  needed  for  greater  effectiveness  of  its  programs. 

A  number  of  members  have  commented  to  CUED  about  burdensome  regulations 
surrounding  some  of  EDA's  programs,  as  well  as  the  fragmentation  of  EDA's  and  the 
Department  of  Commerce's  programs  in  general.    It  would  be  an  important  service  to 
entities  that  use  the  EDA's  programs  if  DOC  programs  were  somehow  linked  and  the  EDA 
would  assist  these  entities  in  organizing  and  preparing  for  the  myriad  of  other  Commerce 
and  Commerce-linked  programs,  such  as  the  Technology  Reinvestment  Project  that  includes 
the  National  Institute  of  Standards  and  Technology.    Many  members  decried  the  increasing 
fragmentation  of  economic  development  programs  and  called  for  a  more  comprehensive 
federal  approach. 

This  same  issue  is  true  on  a  government-wide  scale,  there  needs  to  be  a  reordering 
of  priorities  to  support  economic  development  and  to  enhance  the  competitiveness  of 
localities,  regions  and  the  nation.    Through  EDA,  the  Small  Business  Administration,  the 
Department  of  Housing  and  Urban  Development  and  other  departments  and  agencies, 
programs  exist  which,  if  reasonably  fiinded  and  properly  coordinated,  can  help  commimities 
to  improve  their  economies  and  create  jobs  for  their  people,  including  those  in  urban  areas 
and  central  cities.    This  point  was  raised  in  Vice  President  Al  Gore's  "Creating  a 
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Government  that  Works  Better  and  Costs  Less."    He  even  called  for  a  multi-agency  federal 
coordinating  council  for  economic  development.    We  heartily  endorse  the  idea  and  believe 
that  EDA  could  be  an  important  component  of  such  a  coordinated  federal  effort. 

The  City  of  Newport  News  has  had  some  problems  in  using  EDA  funds  for  some  of 
its  more  creative  projects.    One  of  EDA's  requirements,  designed  to  ensure  that  technical 
assistance  leads  to  job  creation,  has  prevented  funding  for  projects  that  would  build 
institutional  capacity  or  create  marketable  products  on  a  more  speculative  basis,  including 
the  development  of  an  industrial  park. 

EDA's  research  has  been  important  for  helping  communities  to  understand  the 
changes  that  are  taking  place  in  the  economy  and  to  adjust  to  the  new  realities.    EDA 
research  and  technical  assistance  funds  have  resulted  in  many  creative  initiatives  at  the  local 
and  regional  level.    These  efforts  should  be  expanded  and  used  in  order  to  meet  the  needs 
of  a  changing  economy  in  many  areas  of  the  country.    For  instance,  public  works  monies, 
consistently  used  for  traditional  infrastructure,  should  be  expanded  to  include  industries  and 
technologies  of  the  future,  including  the  telecommunications,  or  information  superhighway, 
infrastructure.    And  as  in  the  example  above,  perhaps  the  EDA  should  expand  its  revolving 
loan  fund  program  to  allow  funds  to  be  used  for  seed  capital  and  equity  investments.    Both 
of  these  very  valuable  programs  could  improve  from  updating  their  regulations. 

In  conclusion,  I  support  the  continuation  of  the  U.S.  Economic  Development 
Administration  through  reauthorization  legislation  that  would  give  it  permanence  and  the 
ability  to  develop  long-term  policies  and  a  strong  programmatic  focus.    The  work  that  EDA 
has  been  doing  is  important  to  many  distressed  communities  and  regions  around  the  country 
and  particularly  so  as  this  nation  competes  on  global  markets.    EDA  can  help  local 
communities  better  equip  themselves  to  imderstand  the  challenges  they  face  and  to  leverage 
local  and  private  resources  to  meet  those  challenges. 

Mr.  Chairman,  thank  you  for  inviting  CUED  to  comment  on  improving  service 
delivery  within  the  EDA. 


10 


470 


OTA       TESTIMONY 


STATEMENT  OF 


Dr.  Robert  D.  Atkinson 

Senior  Analyst 

Office  of  Technology  Assessment 


BEFORE  THE 

Subcommittee  on  Economic  Growth  and  Capital  Formation 
Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 


OH 


Improving  the  Delivery  of  Economic  Development  Services 
"Renewing  the  Economic  Development  Administration" 

March  22,  1994 


Congress  of  the  United  States 
OfHce  of  Tedmology  Assessment 
Wastiington,  DC  20510-8025 


471 


Mr.  Chairman  and  members,  it  is  a  pleasure  to  be  here  today.   My 
statement  focuses  on  how  the  Department  of  Commerce's  Economic  Development 
Administration  (EDA)  can  play  a  more  effective  role  in  promoting  regional 
and  local  economic  development.   The  OTA  report,  After  the  Cold  War:  Livlnp 
with  Lower  Defense  Spending  provides  the  principal  basis  for  my  remarks. 
This  statement  builds  upon  my  statement  of  March  15,  1993  to  the 
Subcommittee. 

INTRODUCTION 

EDA  was  established  in  1965  to  aid  economically  distressed  regions, 
and  soon  became  the  flagship  Federal  agency  for  regional  economic 
development.   EDA  principally  funds  local  public  works  construction 
projects  (e.g.,  industrial  parks,  access  roads,  sewer  lines),  in  large  part 
to  enable  communities  to  attract  new  industry.   They  also  provide  grants  to 
communities  facing  sudden  economic  distress,  and  fund  technical  assistance 
and  economic  research. 

While  EDA  provides  valuable  assistance  to  help  communities  and 
regions  respond  to  economic  distress,  its  overall  performance  could  be 
significantly  strengthened.   The  uncertain  environment  EDA  faced  in  the 
1980s  contributed  to  reduced  morale,  lower  staff  quality.  Inadequate 
staffing  levels,  poor  operation  and  administration  of  the  program;  and  led 
to  the  pursuit  of  low-risk  policies. 
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EDA  suffers  from  several  problems.   First,  EDA  maintains  a 
traditional  approach  to  economic  development  (public  works/infrastructure 
development  and  industrial  recruitment) ,  rather  than  focusing  on  newer 
efforts  such  as  technology  centers,  entrepreneurial  development,  and 
manufacturing  modernization  or  on  new  types  of  economic  development 
organizations,  such  as  local  industrial  consortia.   Second,  the  process  of 
applying  for  grants  is  fraught  with  delays  and  is  overly  bureaucratic. 
Third,  because  EDA  focuses  principally  on  processing  grant  applications,  it 
has  done  less  to  actively  promote  the  development  and  diffusion  of  best 
practices  in  economic  development. 

THE  BASIS  FOR  FEDERAL  CONCERN  ABOUT  COMMUNITIES 

Before  discussing  how  EDA  can  be  Improved,  it  may  be  appropriate  to 
first  ask  why  Federal  policy  makers  should  be  concerned  with  the  economic 
well-being  of  particular  localities.   There  are  at  least  two  reasons,  one 
related  to  the  overall  efficiency  of  the  national  economy  and  the  other  to 
economic,  social,  and  psychological  hardships  experienced  by  people  living 
in  declining  local  economies. 

Geographic  reallocation  of  resources  can  result  in  a  stronger  U.S. 
economy.   For  example,  the  century-long  shift  away  from  rural  communities 
that  accompanied  mechanization  and  rising  productivity  of  agriculture 
delivered  economic  benefits  to  society  in  the  form  of  cheap,  efficiently 
produced  food. 
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Notwithstanding,  reallocation  of  resources  can  also  cause  significant 
problems.   Local  economic  decline  can  be  a  drag  on  the  national  economy, 
particularly  when  some  places  are  declining  and  have  excess  capacity  for 
growth,  while  others  are  growing  and  are  paying  to  add  new  capacity.   VThen 
a  community  suffers  dislocation  and  decline,  some  factors  of  production  are 
moved  and  can  be  used  elsewhere.   Some  firms  may  relocate,  taking  their 
capital,  expertise,  and  even  their  machinery  with  them;  some  workers  may  do 
the  same  even  though,  for  many,  moving  means  great  hardship.   However, 
firms  cannot  move  their  buildings  nor  can  workers  move  their  homes.   Public 
infrastructure,  such  as  hospitals,  schools,  roads,  sewers,  and  bridges,  are 
likewise  immobile.   As  a  result,  when  communities  undergo  sudden  and  severe 
economic  dislocation  leading  to  outmigration,  many  houses,  factories  and 
offices  may  stand  vacant  and  public  infrastructure  is  under-used.   Workers 
staying  behind  are  likely  to  be  unemployed  or  to  take  low-paying,  dead-end 
Jobs.   Area  banks  and  savings  and  loans  institutions  may  suffer  or  fail  as 
investments  go  bad.   Moreover,  local  spending  on  services  usually 
increases,  and  because  of  a  smaller  tax  base,  tax  rates  often  increase. 
This  less -than- full  use  of  public  and  private  resources  reduces  the 
efficiency  not  only  of  the  declining  community  itself  but  also  of  the  U.S. 
economy  as  a  whole. 

If  the  departing  industries  or  workers  move  to  areas  that  are 
growing,  there  are  further  costs  as  the  growing  community  has  to  pay  for 
new  infrastructure  (e.g. ,  bigger  hospitals,  widened  roads)  or  else  put 
further  strains  on  already  overextended  resources,  causing  such  things  as 
transportation  snarls,  overcrowded  schools,  and  other  delays  and 
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Inadequacies  In  public  services.   Private  resources  are  strained  as  well, 
resulting  In  increased  land,  housing,  and  office  prices.   Businesses 
competing  in  international  markets  bear  at  least  some  of  these  increased 
costs.   In  sum,  a  national  growth  pattern  of  regional  booms  and  busts  is 
inefficient  and  costly. 

Community  economic  decline  imposes  social,  psychological,  and 
physical  distress  as  well  as  economic  costs.   Not  only  does  family  stress 
increase,  but  the  community  sense  of  well-being  can  be  damaged  by  sudden 
and  severe  economic  dislocation.   Such  stress  can  weaken  the  community 
political  fabric  so  that  redevelopment  becomes  more  difficult.   There  can 
also  be  a  human  toll  to  community  economic  decline  in  the  form  of  ill 
health,  alcoholism,  family  violence,  and  other  social  disturbances. 

Communities  vary  in  their  ability  to  respond  Independently  to 
economic  distress.   In  some --particularly  those  that  have  been  growing  and 
are  diversified- -market  forces  and  price  adjustments  alone  can  bring  about 
a  relatively  speedy  and  complete  recovery.   While  displaced  workers  in 
these  areas  may  need  help  in  finding  new  jobs,  the  community  itself  is  not 
likely  to  need  much  in  the  way  of  economic  development  efforts.   At  the 
other  extreme,  market  forces  are  so  stacked  against  some  communities  that 
even  with  substantial  help  they  probably  cannot  recover  (abandoned, 
isolated  mining  communities  are  an  example).   However,  many  communities 
fall  somewhere  between  the  two  extremes.  Here,  market  forces  alone  cannot 
produce  a  swift  and  robust  recovery.   Federal  support  for  economic 
development  efforts  can  help  to  catalyze  market  forces  and  prevent  the 
community  from  sliding  into  decline. 
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EDA's  TRADITIONAL  ECONOMIC  DEVELOPMENT  ROLE 

EDA  was  established  to  help  communities  respond  to  the  types  of 
economic  changes  endemic  to  a  dynamic  economy  like  the  U.S.'s.  When  EDA 
was  established,  a  small  number  of  regions  (e.g.,  Appalachia,  parts  of  the 
South)  were  viewed  as  having  significant  economic  problems  which  required 
Federal  help.   These  regions  often  lacked  an  existing  healthy  industrial 
base  and  adequate  physical  infrastzxicture  to  attract  industry.   In 
addition,  many  regions  of  the  nation  lacked  institutions  to  carry  out 
economic  development  activities  effectively.  As  a  result,  EDA  focused  on 
these  declining  regions  and  funded  physical  infrastructure  projects  (e.g., 
roads,  sewers,  industrial  parks)  to  attract  industry.   In  addition,  to 
create  institutional  capacity  for  economic  development,  EDA  helped  create 
and  fund  approximately  300  economic  development  districts  (EDDs)  around  the 
nation. 

Over  time. EDA's  role  has  broadened  as  Congress  has  empowered  it  take 
on  more  functions.   Today,  EDA  operates  at  least  seven  grant  programs, 
including  public  works,  revolving  loan  funds,  economic  adjustment, 
planning,  technical  assistance,  university  centers,  and  research. 
Similarly,  EDA's  institutional  capacity  has  evolved  to  where  it  now 
supports  300  EDDs,  49  field  offices,  6  regional  offices,  and  a  150  person 
national  office.   EDA's  principal  function  is  making  grants  to  economic 
development  organizations  around  the  nation. 
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PROBLEMS  VITH  EDA's  APPROACH 

There  are  at  least  four  major  problems  with  EDA's  approach  to 
economic  development. 

First,  as  I  discussed  in  my  testimony  to  this  committee  on  March  15, 
the  ability  of  regions  to  compete  principally  on  low  costs  has  diminished 
in  the  past  two  decades.   In  addition,  it  appears  that  the  number  of  new 
manufacturing  branch  plants  has  declined  and  that,  at  least  in 
manufacturing,  job  growth  is  greater  in  small  and  medium-sized  firms. 
Moreover,   the  nature  of  industrial  activity  has  changed,  with 
technological  innovation,  flexibility  and  enhanced  workforce  skills 
becoming  more  important  factors  in  determining  competitive  advantage  and 
economic  growth.    Finally,  the  number  of  organizations  competing  for  the 
reduced  number  of  branch  plant  industrial  relocations  has  increased 
significantly  in  the  last  20  years.  As  a  result,  a  strategy  based  on  low 
costs,  physical  infrastructure,  and  recruitment  of  branch  plants  makes  less 
sense  today.   Moreover,  this  is  often  a  zero -sum  game  for  the  U.S.  economy, 
resulting  in  plants  simply  moving  from  one  location  to  another. 

Many  States  and  localities  have  shifted  their  emphasis  away  from 
costly,  construction-based  infrastructure  development  for  recruitment  to 
directly  supporting  innovative  business  assistance  efforts,  including  such 
efforts  as  technology  centers,  industrial  service  centers,  and  venture 
capital  organizations.   Yet,  EDA  has  been  slow  to  promote  and  support  these 
newer  approaches.   Not  only  is  a  large  share  of  EDA  fvinding  legislatively 
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placed  in  Title  1  (to  fund  infrastructure),  but  EDA  appears  more 
comfortable  with  this  approach  to  economic  development  than  with  newer 
approaches,  often  based  on  technology,  training,  and  business  assistance. 

Second,  EDA  often  funds  traditional,  as  opposed  to  more  innovative 
economic  development  organizations.   In  the  last  30  years  the  number  and 
diversity  of  economic  development  organizations  have  grown,  and  in  many 
cases  the  EDDs  are  no  longer  the  sole  providers  of  economic  development 
services.   Yet,  the  structure  and  culture  of  EDA  constrains  it  from 
funding  other  economic  development  organizations ,  such  as  locally^based 
industrial  consortia  or  non-profit  development  organizations,  which  may  be 
more  effective. 

Third,  EDA  is  not  sufficiently  customer-driven,  as  evidenced  by  the 
fact  that  its  grants  process  is  lengthy  and  complicated.   Prompt  federal 
response  to  state  and  local  applications  for  assistance  is  a  critical 
factor  in  community  recovery  to  economic  dislocation.  Unfortunately, 
distressed  communities  often  wait  a  long  time  for  EDA  funds  after  applying. 
In  1990,  the  median  time  between  a  community's  proposing  a  Title  IX,  SSED 
project  and  EDA  approval  of  the  grant  was  198  days.   However,  the  mean  time 
was  292  days,  indicating  that  some  proposals  took  much  longer.   Of  the 
seven  commvmities  OTA  talked  with  who  had  received  SSED  fvinds,  five 
experienced  delays  of  over  18  months  between  the  time  of  application  to  EDA 
and  funding.   The  longest  delay  involved  a  small  city  that  experienced  a 
series  of  plant  closings  in  the  early  and  mid-1980s.   Because  the  city  was 
not  at  first  aware  of  the  Title  IX  program,  officials  did  not  contact  the 
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regional  EDA  office  until  3  years  after  the  first  layoffs.   After  waiting 
for  over  1  year  for  a  response  to  the  proposal,  the  city  had  to  wait 
another  20  months  to  receive  a  small  strategy  grant.   The  EDA  regional 
office  then  took  another  11  months  to  approve  the  community's  plan.  The 
city  then  applied  for  the  follow-on  EDA  implementation  grant,  but  after 
waiting  14  months  was  turned  down,  in  part  because  they  were  unable  to 
target  the  funds  to  the  workers  dislocated  over  5  years  earlier,  and  in 
part  because  economic  conditions  had  Improved  somewhat.  The  entire  process 
took  almost  8  years  from  the  Initial  layoffs. 

A  cumbersome  approval  process  causes  many  of  these  delays. 
Communities  must  first  contact  their  State  EDA  representative  and  then 
their  regional  EDA  office.   The  performance  of  regional  offices  appears  to 
vary  significantly.   While  some  are  staffed  with  experienced  people,  others 
have  had  staffing  problems  that  delay  responses.  While  the  approval 
process  in  the  national  office  is  better  than  at  the  regional  level,  it 
could  still  be  expedited.  According  to  one  EDA  official,  regional  offices 
formerly  had  greater  authority  over  project  selection,  and  the  process  was 
then  less  cumbersome.  Over  time,  the  Washington  EDA  office  has  become  more 
involved  in  the  approval  process  and  delays  have  become  more  common. 

Moreover,  some  regional  offices  appear  to  see  their  role  as  simply 
reviewing  proposals  rather  than  facilitating  and  streamlining  the 
application  process.  Not  only  does  this  cause  delays  and  elicit  rounds  of 
rejections  and  resubmittals,  it  leaves  communities  without  needed  technical 
assistance.   For  example,  OTA  talked  with  officials  from  one  small  city 
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chat  used  Its  SSEO  grant  to  establish  a  revolving  loan  fund  for  local 
businesses  needing  capital  to  expand.   However,  city  officials  are  unsure 
how  best  to  operate  the  fund.  While  EDA  has  given  them  extensive 
"guidance"  on  the  rules,  they  have  been  left  to  fend  for  themselves  on 
determining  how  to  make  sure  the  fund  benefits  the  local  economy. 

Finally,  EDA  has  not  sufficiently  worked  to  systematically  move  the 
U.S.  economic  development  system  towards  best  practice  approaches.   There 
are  thousands  of  economic  development  organizations  In  the  United  States 
and  even  more  economic  development  programs.  While  a  relatively  small 
handful  of  cities  and  States  have  pioneered  innovative  approaches  to 
economic  development,  including  catalyzing  private  sector  development 
efforts,  providing  comprehensive  services  to  industry,  and  developing 
sectorally-based  efforts,  most  development  organizations  continue  to 
conceive  of  development  as  Infrastructure  and  subsldy>based  Industrial 
recruitment.   For  example,  while  a  small  number  of  utilities  have  begvin  to 
focus  on  improving  the  economic  competitiveness  of  their  existing 
manufacturing  customers,  usually  by  helping  them  save  energy,  prevent 
pollution,  or  modernize  their  facilities,  most  continue  to  equate  economic 
development  with  Industrial  recruitment. 

Because  EDA's  principal  function  is  to  provide  grants  (and  those 
grants  often  reinforce  traditional  economic  development  practices),  EDA  has 
done  little  to  encourage  the  thousands  of  economic  development 
organizations  throughout  the  nation  to  improve  their  performance,  adopt 
best-practices,  and  develop  new  approaches.  Additionally,  these  new 
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approaches  have  not  spread  more  rapidly  because  no  systematic  effort  has 
been  made  to  catalogue  the  types  of  approaches  and  programs,  how  they  work 
and  how  an  organization  would  go  about  setting  one  of  them  up,  or  %^at 
approaches  appear  to  be  most  effective.  Information  that  Is  available  Is 
scattered,  fragmented  and  difficult  to  access. 

OPTIONS  FOR  REVITALIZING  EOA 

EDA  would  be  a  more  effective  organization  In  the  new  economic 
development  environment,  if  four  aspects  of  Its  operations  were  changed. 
First,  It  needs  to  spend  a  greater  share  of  Its  resources  on  newer,  more 
innovative  approaches  to  economic  development.  Including  technology 
centers,  entrepreneurial  development,  and  manufacturing  modernization. 
Second,  It  needs  to  support  the  most  effective,  Innovative  economic 
development  organizations,  regardless  of  their  Institutional  affiliation. 
Third,  EOA  needs  to  become  customer -driven,  and  focus  on  prompt  and  user- 
friendly  delivery  of  services.   Finally,  EDA  needs  to  develop  and  Implement 
a  strategy  to  systematically  move  the  U.S.  economic  development  system 
towards  best  practice  approaches.   This  entails  two  major  functions:  1) 
encouraging  organizations  to  adopt  best  practices  In  economic  development; 
and  2)  collecting,  analyzing  and  disseminating  Information  on  economic 
development  programs  so  that  economic  development  organizations  do  not 
continually  reinvent  the  wheel. 

There  are  a  number  of  options  that  Congress  might  consider  to  help 
EDA  make  these  changes. 
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Beca\ise  much  of  EDA's  funds  are  In  Title  1,  %ihlch  principally  funds 
infrastructure,  it  is  difficult  for  EDA  to  fund  more  innovative,  non- 
infrastructure  efforts.  Congress  might  broaden  the  applicability  of 
activities  under  Title  1,  to  allow  funding  for  operations  of  economic 
development  programs  or  activities.   Another  option  would  be  to  reduce  or 
eliminate  Title  1  funding,  and  instead  allocate  the  fvinds  to  the  more 
flexible  Title  IX,  and  broaden  the  definition  of  economic  adjustment  in 
Title  IX  to  allow  for  funding  of  organizations  from  long-term  distressed 
areas  as  well  as  areas  suffering  sudden  and  severe  economic  distress.   If 
Title  1  were  eliminated,  appropriate  infrastructure  projects  could  be 
funded  under  Title  IX.   Congress  might  encourage  EDA  to  open  up  its  funding 
process  to  support  the  most  effective  organizations. 

EDA  national  and  regional  offices  have  few  incentives  to  expedite 
grant  approval  or  work  cooperatively  with  the  States.   Congress  might 
encourage  EDA  to  significantly  decentralize  the  approval  process,  giving 
regional  offices  authority  to  approve  most  grant  applications.   In 
addition,  the  regional  offices  and  EDA  might  be  required  to  report  how  long 
they  take  to  approve  or  reject  proposals.   Or  Congress  might  wish  to  set 
mandatory  deadlines  for  EDA  to  respond  to  proposals  from  communities  for 
economic  development  grants. 

Another  approach  would  be  to  allocate  a  share  of  EDA  funds  to  a 
pilot,  competitive  challenge  grants  program  to  provide  States  with  matching 
grants  to  establish  or  expand  their  own  regional  development  programs. 
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These  grants  could  be  based  on  several  factors,  including:  1)  degree  of 
economic  distress;  2)  commitment  to  assist  economically  disadvantaged  or 
distressed  regions;  3)  innovativeness  and  effectiveness  of  State  efforts; 
4)  willingness  of  States  to  commit  their  own  funds;  and  5)  willingness  of 
States  to  refrain  from  providing  financial  incentives  to  recruit  firms  from 
one  State  to  another.   There  are  however,  some  potential  disadvantages  to 
this  approach,  including  that  it  may  reduce  targeting  distressed  areas  and 
increase  the  potential  for  State  mismanagement  of  projects. 

Congress  might  also  encourage  EDA  to  take  the  lead  in  promoting  more 
effective  and  innovative  efforts,  perhaps  by  providing  funding  (or 
reallocating  funding)  for  an  Office  of  Strategic  Economic  Development. 
This  office  could  be  staffed  by  a  small  cadre  of  leading  economic 
development  experts  to  study  best  practices  in  economic  development,  to 
support  rigorous  demonstration  and  evaluation  of  economic  development 
efforts ,  to  examine  trends  and  changes  in  economic  conditions  that  effect 
regional  development,  and  to  effectively  disseminate  this  knowledge  to 
Federal,  State  and  local  development  organizations. 

An  EDA- supported  clearinghouse  of  best  practices  and  approaches  could 
support  this  role.   However,  to  be  effective,  this  would  need  to  entail 
more  than  simply  listing  various  economic  development  programs  --  most 
development  organizations  know  what  State  and  federal  programs  exist. 
Rather,  development  organizations  normally  need  more  in-depth  knowledge 
regarding  program  design,  operation,  evaluation,  and  effectiveness.   Vhile 
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this  Information  would  need  to  be  electronically  accessible  on-line,  It  Is 
Important  that  any  clearinghouse  function  rely  principally  on  a  staff  of 
knowledgeable  experts  who  can  assist  Individual  users. 

SUMMART 

Over  the  last  decade  and  a  half,  many  States  and  cities  faced  with 
difficult  economic  circumstances  have  pioneered  new  models  of  economic 
development.   Partially  hampered  by  legislative  determination  of  how  Its 
funds  must  be  spent,  EDA  has  been  slower  to  respond  and  change.   Despite 
this,  EDA  has  an  Important  role  to  play  In  helping  communities  recover  from 
economic  distress  and  dislocation.   Yet,  to  be  fully  effective.  It  must  do 
more ,  not  only  to  provide  more  support  for  innovative  and  newer  approaches 
and  organizations,  but  also  to  change  Its  focus  to  a  customer-driven, 
catalytic  organization  that  not  only  provides  prompt,  user- friendly 
services ,  but  also  charts  and  implements  a  plan  to  improve  the  performance 
and  effectiveness  of  economic  development  organizations  throughout  the 
nation. 
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Improving  the  Delivery  of  Economic  Development  Services 

March  22,  1994 


Mr.  Chairman  and  Committee  members,  I  am  honored  and  pleased  to  participate  in  your 
hearings  on  Renewing  the  Economic  Development  Administration.  I  applaud  you  for  your 
efforts  and  believe  that  these  hearings  really  represent  a  greater  issue  than  just  the  future 
of  one  federail  agency.  In  essence,  by  focusing  on  EDA  you  really  are  asking  about  the 
future  federal  role  in  economic  development  for  this  country. 

It  is  in  this  context  that  I  offer  my  prepared  remarks.  I  would  like  to  communicate  what  I 
believe  are  the  four  (4)  key  realities  that  reflect  the  current  status  of  economic  development 
in  the  United  States.  I  will  briefly  identify  and  describe  each  of  them,  and  will  be  pleased 
to  elaborate  by  answering  any  questions  you  might  have.  I  believe  that  these  four  realities 
can  provide  a  framework  for  your  deliberations  on  renewing  the  federal  govenunent's  role 
in  economic  development. 

Reality  #  1:  Economic  Development  Now  Means  Addressing  Two  Different,  But 
Interdependent  Topics:  Economic  Equity  and  Business  Competitiveness 

There  are  two  goals  that  drive  economic  development  policies  and  programs  in  the  U.S.: 
1)       to  enhance  the  economic  competitiveness  of  key  business  sectors,  and 

2)         to  address  the  needs  of  economically  disadvantaged  places  and  people. 

1 
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These  goals  require  careful  individual  consideration  relative  to  local  conditions  and  needs. 
Most  often  they  require  different  policies,  strategies  and  program  tools  to  accomplish 
meaningful  results.  This  does  not  mean  that  the  two  goals  are  mutually  exclusive.  It  does 
mean  that  they  must  be  understood  separately  and  then  a  conscious  effort  made  to  integrate 
their  respective  actions.  Unfortunately,  the  federal  government  and  most  state  and  local 
governments  fail  to  adequately  make  the  appropriate  distinctions.  Thus  economic 
development  efforts  often  have  confused  and  conflicting  goals,  or  such  general  goals  that 
they  are  meaningless. 

One  of  your  identified  topics  of  discussion  is  the  Empowerment  Zone  program.  As  an 
economic  development  consultant,  I  am  assisting  the  City  of  Baltimore  in  their  appUcation. 
I  believe  that  the  guidelines  for  this  program  are  particularly  commendable  for  encouraging 
localities  to  think  about  the  integration  of  economic  competitiveness  and  equity  issues.  I  see 
first  hand  that  such  thinking  is  taking  place  right  now  in  Baltimore.  I  would  encourage  EDA 
to  search  for  ways  to  bring  similar  thinking  into  its  programs.  1  would  also  encourage  EDA's 
full  support  of  the  Empowerment  Zone  program. 

Reality  #  2:   Addressing  Economic  Needs  Requires  an  Array  of  Program  Tools 

One  success  story  of  the  1980s  in  economic  development  was  the  innovation  that  occurred 
within  the  field.  This  included  such  new  economic  development  tools  as  business  incubators, 
micro-loan  funds,  business  assistance  networks,  community  economic  development 
corporations  and  technology/product  development  programs.  These  ixmovations,  however, 
did  not  dampen  the  need  for  more  traditional  development  efforts  such  as  infrastructure  and 
worker  training.  They  only  added  to  the  arsenal  or  tool  box  of  economic  development 
techniques. 

Unfortunately,  one  of  the  unrealized  needs  of  the  1980s  was  an  understanding  of  when  and 
how  these  tools  should  be  used.  In  part,  this  was  a  result  of  the  failure  to  conduct  sound 
economic  analyses  and  develop  meaningful  strategies  that  focused  on  the  real  needs  of  an 
area  or  business.   Current  economic  development  planning  requirements  whether  they  be 
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EDA's  or  those  used  for  other  federal  or  state  programs  rarely  result  in  such  analyses  and 
meaningful  strategies.  Typically  they  result  in  plans  that  are  no  more  than  project  wish  lists. 

This  entire  dynamic  can  be  changed  when  recipients  are  provided  an  overall  budget  for 
development,  required  to  link  project  expenditures  with  strategic  objectives  and  actions,  and 
are  held  accountable  for  meeting  their  own  projected  results.  Decisions  on  appropriate 
project  actions  should  be  made  by  those  responsible  for  implementation.  The  right  to  make 
such  decisions,  however,  should  cariy  the  obligation  to  deliver  effective  results. 

Another  reason  why  there  is  little  understanding  of  how  to  use  such  tools  is  the 
categorization  that  occurs  among  federal  and  state  economic  development  programs.  Each 
pot  of  funds  is  seen  as  a  requisite  resource  that  must  be  applied  for  on  an  individual  basis. 
Thus,  development  efforts  are  directed  more  toward  securing  program  resources  than 
meeting  local  needs. 

This  problem  could  be  solved  by  breaking  down  the  walls  between  programs,  much  the  way 
EDA's  Title  IX  program  is  ctirrently  structured,  and  creating  one  overall  program  that  allows 
for  an  array  of  program  tools.  The  responsibility  for  determining  what  tool  is  to  be  used 
becomes  the  responsibility  of  the  applicant  as  demonstrated  through  a  meaningful  strategy. 
The  funding  group  must  then  review  such  requests  from  an  economic  development 
perspective  rather  than  a  perspective  that  focuses  on  whether  bureaucratic  program 
requirements  have  been  addressed. 

Reality  #  3:  State  and  Local  Organizations  Have  Developed  Formidable  Capacities  for 
Eoonomic  Development 

Perhaps  the  most  notable  success  story  in  economic  development  has  been  the  development 
of  state  and  local  capacity  for  economic  development.  In  many  respects,  state  governments 
have  become  the  key  catalyst  for  economic  development  in  the  United  States.  Both  local 
governments  and  neighborhood  groups  have  made  great  strides  in  improving  their 
professional  abilities  to  undertake  economic  development. 
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This  reality  now  means  two  things  for  the  federal  government  First,  it  must  recognize  that 
as  long  as  federal  policy  in  economic  development  is  dispersed  among  four  to  eight  different 
agencies  (depending  on  your  definition  these  can  include  the  Economic  Development 
Administration,  Small  Business  Administration,  Department  of  Agriculture's  Rural 
Development  Administration,  ^palachia  Regional  Development  Conunission,  Department 
of  Labor  (JTPA),  Department  of  Housing  and  Urban  Development  (CDBG),  National 
Institute  for  Standards  and  Technology,  and  Department  of  Defense's  Office  of  Economic 
Adjustment),  it  will  be  difficult  for  the  federal  government  to  ever  assume  a  leadership 
position.  I  helped  draft  a  proposal  to  address  this  situation  as  part  of  the  Vice  President's 
Reinventing  Government  effort  last  year.  The  Vice  President  apparently  endorsed  the  idea 
of  bringing  these  various  efforts  together  within  the  federal  government,  but  the  protests  of 
the  respective  cabinet  and  agency  directors  resulted  in  a  final  watered  down 
recommendation  of  creating  a  coordinating  council.  This  is  far  short  of  what  is  needed  for 
the  federal  government  to  assume  ait  effective  leadership  position. 

Second,  the  federal  government  must  form  a  partnership  with  states  and  localities  to 
undertake  economic  development.  Each  has  important  tools  and  resources  that  can  be  used 
to  address  a  variety  of  needs.  An  important  first  step  would  be  to  assist  states  and  localities 
in  rationalizing  their  capacity  for  economic  development.  In  many  states  the  proliferation 
of  capacity  is  a  more  serious  problem  today  than  the  absence  of  capacity.  This  problem  is 
compounded  by  different  federal  programs  supporting  different  local  groups.  More  time  is 
spent  trying  to  coordinate  resources  or  compete  for  them  than  actually  doing  economic 
development.  The  federal  government  can  take  a  leadership  role  in  addressing  this 
situation,  but  in  doing  so  it  must  respect  and  accept  the  abiUties  of  state  and  local 
development  groups. 

Reality  #  4:  A  Key  Need  in  Economic  Development  Is  More  Support  for  Research, 
Training,  Demonstrations,  and  Evaluations 

If  the  federal  government  is  to  assume  a  renewed  leadership  position  in  economic 
development,  it  must  understand  and  accept  that  such  leadership  means  a  responsibility  for 
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fostering  and  assessing  innovations  in  the  field  of  economic  development.  EDA  is  the 
primary  source  of  economic  development  research,  training,  demonstration  and  evaluation 
in  the  federal  government.  Yet  the  agency  has  no  budget  for  evaluations  and  a  paltry 
budget  for  research,  when  there  is  one. 

One  of  the  great  needs  of  the  1990s,  given  the  focus  on  economic  development  in  the  1980s, 
is  to  assess  what  has  worked  and  what  has  not  worked.  Economic  development  has  long 
evolved  beyond  the  point  where  people  need  information  on  what  programs  and  resources 
are  available.  We  are  now  to  the  point  where  even  development  innovations  from 
Bangladesh  are  familiar  to  many  in  the  field. 

If  the  federal  government  has  only  one  responsibility  it  can  exercise  in  economic 
development,  I  believe  it  should  be  the  fostering  of  knowledge  on  what  constitutes  effective 
economic  development. 

Mr.  Chairman,  let  me  say  in  conclusion  that  in  my  mind  economic  development  is  one  of 
the  top  five  issues  facing  our  country  today.  The  challenges  we  face  through  international 
competition,  the  constant  restructuring  of  our  domestic  economy,  and  the  continuing  decline 
of  our  distressed  urban  and  rural  communities  are  significant  and  they  deserve  priority 
consideration  by  the  federal  government.  What  we  need  more  than  anything,  even  more 
than  additional  money,  is  a  better  understanding  of  what  we  are  doing  and  how  we  can  do 
it  more  effectively.  Akin  to  the  talk  in  the  private  sector  that  says  employees  and  companies 
have  to  work  smarter,  we  have  to  develop  smarter.  I  look  forward  to  your  leadership  on  this 
important  issue  and  to  the  federal  government  renewing  its  commitment  to  economic 
development,  and  doing  so  in  a  way  that  addresses  the  economic  realities  and  needs  of  the 
1990s  and  21st  century. 
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Good  Morning  - 

As  an  introduction,  1  am  Greg  Frisby,  the  Chief  Executive  Officer  of  two  email  businesses 
headquartered  on  Long  Island,  New  York. 

The  first  and  more  established  firm  is  Frisby  Airborne  Hydraulics,  Inc.,  a  50  year  old 
privately  held  designer  and  manufaclurer  of  sophisticated  hydraulic  systems  and 
components  for  commercial  and  military  aerospace  applications,  manufacturing  facilities 
in  Freeport,  Long  Island  and  Winstoh-Salem,  North  Carolina.   The  successful  transition  of 
Frisby  Airborne  from  a  90%  defense  dependent  supplier  in  the  early  1980's  to  a  75% 
commercial  business  in  1990  has  catapulted  the  firm  into  the  local,  national  and 
international  media  spotlight. 

In  fact,  having  been  featured  numerous  limes  over  the  past  several  years  in  the  Wall 
Street  Journal,  Washington  Post,  New  York  Times,  USA  Today  and  over  a  hundred  other 
newspaper  stories  across  the  US.,  CBS,  PBS  and  international  television  accounts,  as 
well  as  scores  of  international  magazines,  Frisby  Airborne  has  become  the  most  widely 
publicized  example  of  successful  defense  diversification  in  the  U.S. 
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Frisby  Technologies,  on  the  other  hand,  is  a  relatively  young  technology  transfer 
organization  which  specializes  in  the  commercialization  of  innovative  technologies  from  a 
variety  of  R&D  sources.   With  a  number  of  successful  new  product  development  efforts 
in  such  diverse  fields  as  environmentally  friendly  cutting  fluids,  advanced  insulation 
materials,  as  well  as  advanced  electronics  and  computer  cooling,  Frisby  Technologies 
has  become  a  leading  U.S.  developer  of  dual  use  technologies  for  military  and 
commercial  markets. 

In  addition  to  these  two  firms,  I  am  also  proud  to  represent  another  group  of  New  Yor(< 
companies  formed  to  address  the  unique  and  cfiallenging  issues  being  addressed  by 
companies  attempting  to  diversify  from  (iiilitary  to  commercial  markets,  ADDAPT. 

ADDAPT,  whicti  stands  for  the  Aerospace  and  Defense  Diversification  Alliance  in 
Peacetime  Transition,  is  currently  comprised  of  over  125  small  and  medium  sized 
defense  and  aerospace  companies  located  from  the  eastern  tip  of  Long  Island  to  the 
southern  tier  of  New  York  Stale.   With  products  as  diverse  as  wing  spars  and  landing 
gear  (or  aircraft,  portable  medical  systems  for  ground  troops,  electronics  lor  airborne  and 
land  based  systems  and  rivets  and  hardware  for  a  variety  of  applications,  we  have 
already  formed  the  basis  of  a  truly  broad  industry  cross  section.    By  including  companies 
from  2  employees  to  1000  in  our  alliance,  we  also  believe  that  we  represent  a  true  cross 
section  of  the  thousands  of  small  and  tnedium  sized  defense  dependent  firms  scattered 
across  the  country. 
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Finally,  in  my  spare  time,  I  serve  as  the  Cliaimian  of  ihe  National  Advisory  Board  for  the 
Small  Business  DevGlopment  Center  (SBDC)  Program  of  the  Small  Business 
Administration.   As  you  know,  the  SBDC  Program  Is  a  highly  effective  national  network  of 
centers  based  at   universities  and  community  colleges  throughout  the  50  states  which 
provide  counseling,  training  and  other  business  assistance  to  small  businesses.    Perhaps 
the  best  thing  about  these  services  which  include  marketing,  business  planning, 
technology  transfer,  is  that  they  are  free  or  virtually  free  to  any  small  business.    Such 
cost-effective  assistance  is  the  only  type  of  assistance  that  most  of  us  in  the  small 
business  community  would  wish  to,  or  be  able  to  take  advantage  of.   For  your  reference, 
a  summary  of  the  quantified  economic  impact  of  the  SBDC  network  has  been  attached 
hereto. 

Most  importantly,  though,  for  the  Cotririiittee's  purposes  today,  I  represent  the  potential 
end  user  of  the  types  of  defense  conversion  and  technology  transfer  related  economic 
development  initiatives  you  are  weighing  for  the  Economic  Development  Administration. 
In  that  capacity,  I  applaud  your  inclusion  of  the  voice  of  small  businesses  in  your 
discussions  today.  In  the  aerospace  Industry,  such  )olnt  developments  of  mutually 
beneficial  projects  or  programs  between  the  product  provider  and  customer  is  termed  a 
"concurrent  engineering"  effoit.   1  welcome  the  opportunity  to  participate  in  what  appears 
to  be  a  "concurrent  legislative  effort"  towards  the  rejuvenation  of  an  effective  and 
revitalized  Economic  Development  Administration.    I  commend  you,  Mr.  Chairman,  and 
your  Committee  for  this  participative  process  and  look  forward  to  contributing  fully. 
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Towards  that  end,  I  would  like  to  share  for  the  record  some  observations,  from  the 
"trenches"  of  defense  diversification  which  I  believe  are  relevant  to  our  discussions  today. 

One  of  the  most  interesting  facts  gained  from  an  initial  survey  of  the  ADDAPT 
membership  base  is  that  a  large  number  of  the  small  and  medium  sized  firms  therein 
have  already  diversified  their  previously  defense  dependent  business  bases.   That  is 
number  one  out  of  seven  observations  which  I  would  like  to  share  with  you  today  relating 
to  "diversification"  or  "conversion"  within  small  and  medium  sized  defense  firms.    In  the 
interests  of  time,  I  will  highlight  them  below: 

1 .  There  have  already  been  a  significant  number  of  small  and  medium  sized  firms  that 
have  diversified  their  business   bases. 

2.  Small  and  medium  sized  defense  dependent  firms  are  both  better  able  and  quicker 
to  diversify  into  non-defense  markets  than  large  businesses. 

3.  With  few  exceptions,  successful  diversification  has  only  occurred  when  existing  core 
products  and/or  technologies  fiave  been  brought  to  related  commercial  markets. 
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4.  Commercial  aerospace  has  proven  to  be  the  market  into  which  small  and  medium 
sized  firms  have  most  successfully  been  able  to  diversify. 

5.  Adequate  assistance  programs  (although  currently  underfunded)  already  exist  to 
provide  all  requisite  marketing,  technology,  export  and  business  planning  assistance 
to  diversifying  defense  firms.   These  include  the  SBDC  networks  and  to  a  lesser 
extent,  the  NIST  lecf>nology  centers. 

6.  The  single  largest  obstacle  to  successful  diversification  by  small  and  medium  sized 
defense  firms  is  the  lack  of  working  capital  available  to  fund  commercial  production. 

7.  Cash  flow  is  ttie  true  casualty  of  conversion. 

The  initial  survey  we  made  of  our  first  50  members  of  ADDAPT  has  already  yielded 
some  significant  economic  impact  results.   Over  the  past  two  years,  for  example,  it  has 
been  determined  that  over  500  million  dollars  In  long  term  commercial  contracts  have 
been  lost  or  passed  upon  due  to  the  lack  of  low  cost  working  capital  to  support  these 
commercial  efforts.   The  unfortunate  results  of  these  losses  have  amounted  to  over  600 
jobs  either  lost  or  not  crealed  within  New  York  State.   We  at  ADDAPT  don't  believe  it 
would  be  unreasonable  to  assume,  therefore,  that  if  we  were  to  proportionally  scale 
those  numbers  up  to  represent  a  national  figure,  they  would  indicate  a  working  capital 
crisis  of  significant  proportions. 
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In  order  to  bring  these  numbers  closer  to  home,  however,  I'd  like  to  revisit  for  a  moment 
the  "success  story"  of  Frisby  Airborne.    As  I  indicated  earlier,  Frisby  Airborne  moved  from 
90%  defense  dependent  to  75%  commercial  in  less  than  seven  years.     Having  secured 
contracts  for  several  large  systems  on  the  Boeing  777  Aircraft,  Frisby  entered  1993  with 
the  largest  long  term  backlog  in  its  history.   Unfortunately.  1993  also  saw  a  25% 
reduction  in  our  labor  force  -  the  first  layoffs  in  our  50  year  history. 

While  seemingly  contradictory  events,  the  very  reason  these  layoffs  occurred  was  the 
lack  of  working  capital  available  to  us  to  suppoil  the  terms  of  these  commercial 
contracts.   Whereas  military  contracts  provide  us  with  progress  payments  throughout  the 
life  of  the  contract,  commercial  aerospace  contracts  require  cost-sharing,  participation 
and  deferred  billing  to  help  finance  the  development  of  the  aircraft  program. 

This  squeeze  in  cash  flow  at  Frisby  was  further  compounded  in  1993  by  another  related 
setback.   Frisby  lost  a  $20  million  commercial  subcontract  from  a  New  York  prime 
contractor  by  less  than  5%.    While  Frisby  did  successfully  out  compete  the  four  other 
U.S.  subcontractors  bidding  on  this  package,  we  could  not  compete  with  the  Government 
assistance  provided  to  the  successful  Canadian  subcontractor.     With  half  of  Itial 
company's  costs  and  all  of  the  deferred  billing  expenses  absorbed  by  the  Canadian 
Government,  this  contract  loss  could  be  directly  attributed  to  ttie  costs  of  capital  we  had 
to  Include  in  our  price.    If  there  had  been  a  pool  of  low  cost  working  capital  available  for 
.us  to  tap  into,  we  would  have  hired  in  1993,    not  sulfered  our  first  layoffs.    That  would 
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have   been  a  true  success  story  in  our  view.   It  is  the  opinion  of  ADDAPT's  leadership 
that  the  negative  effects  of  any  such  uneven  global  playing  fields  would  be  neutralized  by 
the  availability  of  low  cost  working  capital. 

ADDAPT  has  estimated  by  using  a  conservative  5  to  10  fold  multiplier  on  low  interest 
working  capital  loans  to  long  term  commercial  contract  generation,  that  access  to  a 
$200  million  loan  pool,  (or  example,  would  readily  help  small  and  medium  sized  U.S. 
defense  firms  secure  over  $1  billion  in  long  term  commercial  contracts.   This 
conservatively  represents  the  type  of  economic  Impact  this  industry  segment  can  provide 
the  country. 

Despite  ttie  headlines  to  the  contrary,  we  believe  that  real  opportunities  do  currently  exist 
for  U.S.  defense  and  aerospace  related  firms  to  secure  sizeable  amounts  of  new 
commercial  business  both  domestically  and  abroad.   We  also  believe  that  small  and 
medium  sized  businesses  are  best  suited  to  quickly  capitalize  upon  these  niche 
opportunities  and  to  hire  the  trained  workers  necessary  to  support  them. 

Wq  can  not  begin  to  take  advantage  of  these  opportunities,  however,  until    low  cost 
working  capital  is  made  available  to  us. 
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"How  we  get  there  from  here"   may  be  a  question  perhaps  t>etter  answered  by  more 
qualified  financial  or  legislative  experts  such  as  yourselves.   Two  concepts  worthy  of 
some  focus,  however,  thai  have  been  Identified  by  ADDAPT  as  good  places  to  start  are 
offered  today  for  your  consideration: 

1.  Development  of  a  strategic  SBIC,  or  equivalent,  which  would  enable  small 
businesses  to  secure  competitively  priced  funds  in  order  to  suppon  commercial 
contract  awards.    If  we,  as  prudent  business  owners,  can  secure  a  long  term 
commercial  contract,  the  SBiC  would  be  available  to  us  as  a  source  for  the  3-5  years 
worth  of  interim  low-cost  working  capital  financing  required  to  support  the  contract. 

While  there  is  clearly  a  need  to  secure  the  right  mix  of  governmental  and  financial 
support,  buydowns  and/or  guarantees  to  bring  such  an  endeavor  to  fruition,  neither 
the  time  involved  nor  the  obstacles  appear  to  be  overly  prohibitive.   A 
complementary  fit  with  some  of  the  existing  and  proposed  loan  guarantee  initiatives 
generated  by  this  Committee  could  also  provide  a  strong  kickstart  to  this  effort 

and 

2.  In  support  of  small  and  larger  members  of  ADDAPT.  we  also  wish  to  focus  on  the 
development  of  a  broad  based  secondary  market  for  small  and  medium  sized 
business  loans.   With  the  Federal  Reserve  Board  Chairman  indicating  that  the 
creation  of  such  a  secondary  market  "would  be  a  major  contribution  to  the  financial 
vitality  of  this  country',  who  are  we  at  ADDAPT  to  disagree. 
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Further,  with  Fremont  General  of  California  having  already  had  some  successful 
offerings  in  pooled  small  business  loans,  there  appears  to  be  a  growing  Wall  Street 
interest  in  this  virtually  untapped  area. 

In  addition,  both  Senator  D'Amato  and  Congressman  LaFalce  of  your  Committee 
have  introduced  bills  to  facilitate  such  offerings  by  removing  banking  and  securities 
regulatory  bars.   There  appears  to  be  a  growing  momentum  for  such  initiatives.   We 
at  ADDAPT  support  all  such  efforts. 

The  theme  in  both  these  cases  remains  constant:  the  need  to  provide  access  to  low  cost 
working  capital  for  a  sufficient  length  of  time  to  support  commercial  contracts.   We  have 
found  that  commercial  banks  generally  do  not  have  comfort  loaning  against  a  3-5  year 
payback  period.  When  they  do  loan,  these  "riskier"  loans  carry  a  prohibitively  higher  rate 
of  interest. 

On  the  other  side  of  the  financial  community,  it  is  clear  that  most  Venture  Capital  funds 
do  not  generally  fund  "smaller  deals".   In  addition,  the  relatively  small  number  of  deals 
they  do  fund  are  such  a  small  percentage  that  they  can't  be  counted  on  to  provide  any 
significant  economic  development  Impact.   What's  needed  is  a  bridge  between  these  two 
sides  of  the  financial  community  that  is  practical,  meaningful  and  responsible. 
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As  ADDAPT  Chairman  and  as  a  small  business  owner  in  need  of  such  assistance,  I 
urge  the  consideration  of  a  rejuvenated  Economic  Development  Agency  as  a  vehicle  to 
serve  this  bridge  role  for  Impacted  small  businesses  and  communities. 

As  you  most  likely  know,  there  already  exists  a  precedent  for  a  financial  bridge  role  for 
the  EDA,  as  evidenced  by  a  recent  $4.5  million  Defense  Diversification  grant  to  New 
York  State.   While  any  such  grants  are  always  welcome  additions  to  any  negatively 
impacted  areas,  they  will  not  yield  the  Intended  economic  development  returns  without  a 
well  directed  focus.   I  hope  the  Committee  will  share  my  view  that  an  emphasis  on 
intelligent  utilization  of  funds  should  be  a  key  element  for  your  consideration  in  the  EDA 
reauthorization  process. 

Upon  giving  the  NYS  grant  a  closer  look,  we  at  ADDAPT  believe  it's  utilization  is  a  case 
of  "the  good,  the  bad  and  the  ugly".   The  good  news  is  that  $2  million  of  the  grant  will 
go  towards  a  working  capital  fund  for  defense  diversification.  As  I  indicated  earlier, 
working  capital  is  the  key  to  success  for  any  firms  attempting  to  convert  from  defense  to 
commercial  industries.   Another  positive  point  of  this  fund  is  that  banks  and  local 
governments  are  involved  in  its  initial  capitalization.   The  'bad"  news  in  our  view  is  that 
$2.5  million  ol  the  grant  went  to  fund  technical  manufactuhng  assistance  personnel  in 
defense  dependent  regions.    While  that  may  not  sound  bad  politically,  it  is  a  misdirection 
of  funds  from  a  practical  point  of  view.  The  problem  is  that  one  of  the  areas  of  assistance 
least  required  by  converting  firms  is  technical  manufactuhng  help.    If  impacted  firms  were 
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asked  lor  input,  the  program  would  instead  be  providing  strategic  business  planning, 
marketing,  technology  transfer  and  working  capital  assistance. 

Better  yet,  in  order  to  minimize  duplication  of  services  as  well  as  administrative  costs, 
these  funds  would  have  been  more  efficiently  utilized  if  they  had  Ijeen  directed  to  the 
local  SBDC  centers  In  target  areas.   With  the  resultant  significant  increases  in  their 
budgets,  the  SBDCs  \n  coordination  with  their  EDA  "sponsor",  could  deliver  an  intelligent 
and  comprehensive  assistance  effort  that  would  be  certain  to  provide  the  type  of  targeted 
economic  development  impact  necessary  to  retain  jobs  and  businesses  in  that 
community. 

Finally,  the  "ugly"  aspect  of  this  well  intentioned  grant  is  in  the  details  of  the  proposed 
working  capital  loan  fund.  With  expected  loan  sizes  only  between  $50,000  -  $100,000. 
the  size  of  these  loans  will  be  insufficient  in  most  cases  to  adequately  support  a 
commercial  contract.  If  you  add  to  that  Inadequate  amount  the  equity  requirements, 
personal  guarantees,  loan  rates  up  to  4%  over  prime  and  thousands  of  dollars  of  fees  on 
each  loan,  you  have  an  undesirable  loan  option.   If  this  program  focused  instead  on 
providing  low  cost  loans  at  sufficient  levels,  jobs  could  be  created  in  the  near  term.  I 
urge  this  Committee  to  endeavor  to  make  any  EDA  loan  programs  sufficiently  "user 
friendly"  to  foster  meaningful  economic  development. 
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I  alf?o  urge  this  Committee  to  consider  strongly  my  belief  that  technology  transfer,  if 
adequately  capitalized,  can  provide  significant  economic  development  returns.   The  EDA 
is  well  positioned  to  fill  this  capitalization  need  and  1  recommend  that  this  important  role 
be  considered  by  this  Committee. 

In  fact,  with  a  focus  on  complementing  existing  economic  development  programs, 
requiring  involvement  of  the  "end-user"  in  the  grant  application  process,  and  an  emphasis 
on  creating  low  cost  capital  availability  for  defense  conversion  and  technology  transfer, 
the  EDA  would  generate  unprecedented  economic  development  benefits  to  impacted 
communities. 

I  look  forward  to  assisting  the  Committee  In  Its  efforts  towards  the  reauthorization  of  such 
a  revitalized  Economic  Development  Administration. 

Thank  you. 
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The  Honorable  Paul  Kan j or ski.  Chairman 

Subcommittee  on  Economic  Growth  and  Credit  Formation 

Room  H  2-109 

Ford  House  Office  Building 

Washington,  D.C.    20515 

Dear  Chairman  Kanjorski: 

I  appreciate  the  opportunity  to  comment  upon  H.  R.  2442,  the  EDA 
reauthorization  bill.  As  someone  who  has  served  15  years  as  a 
public  official  responsible  for  urban  economic  development 
policy,  and  another  nine  years  in  developing  urban  research  parks 
and  technology  incubators,  I  would  like  to  make  the  following 
comments : 

Building  sewers  and  roads,  providing  revolving  loan  funds, 
funding  long  term  development  plans,  and  studying  development 
problems  in  distressed  urban  and  rural  areas  are  praiseworthy 
efforts  which  the  Congress,  through  the  Economic  Development 
Administration,  has  supported  since  1965.  However,  as  much  good 
as  those  programs  have  done  and  continue  to  do  --  they  are  not 
going  to  revitalize  the  economies  in  those  areas  or  make  them 
more  competitive  in  the  world  marketplace.  At  best  they  will  help 
maintain  the  status  quo,  not  necessarily  a  satisfactory  goal  in 
this  time  of  rapid  economic  change. 

As  a  former  public  official  responsible  for  urban  economic 
development  efforts  in  Milwaukee,  Wisconsin  and  New  Haven, 
Connecticut,  I  used  EDA  programs  to  clear  sites,  build  access 
ramps  into  older  industrial  areas,  rehab  an  historical  theater, 
and  capitalize  a  revolving  loan  fund  to  invest  in  new  businesses. 
These  progreuns  were  helpful  at  a  time  when  cities  had  few  options 
to  revitalize  themselves. 

As  a  former  president  of  the  National  Council  for  Urban  Economic 
Development  I  worked  with  my  fellow  urban  practitioners  with  the 
tools  given  us  by  Congress  to  revitalize  the  downtowns  and 
industrial  districts  of  our  crumbling  urban  centers.  Much  of  what 
we  did  worked;  but  it  wasn't  and  still  isn't  enough. 

The  kind  of  help  urban  regions  required  in  the  1970 's  and  1980 's 
is  no  longer  the  kind  of  help  they  need  now.  Even  Evanston,  the 
first  suburb  north  of  Chicago  and  the  home  of  Northwestern 
University,  has  been  infected  with  the  now  standard  litany  of 
urban  economic  ills:  job  migration  to  less  costly  exurban  areas, 
confiscatory  property  taxes,  gangs,  housing  deterioration  and 
high  school  graduates  who  can't  do  simple  math. 
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It  is  not  new  roads  and  sewers  that  Evanston  and  the  Chicago  area 
need  to  rebuild  their  economies,  rather  it  is  the  creation  and 
nurturing  of  new  companies,  based  on  "thoughtware  industries" 
such  as  information  technologies,  which  hold  the  strongest  hope. 
Such  an  economic  development  strategy  does  not  need  more  sewers 
and  roads  --  it  needs  more  financial,  tax,  intellectual  property 
and  training  incentives  to  encourage  technology-based 
entrepreneurship  and  the  preparation  of  a  skilled  urban 
workforce . 

It  needs  selective  government  help  to  areas  already  making  local 
efforts  to  rewire  theii  economies  --  areas  like  Evanston  where 
Northwestern  University  and  the  city  have  formed  a  partnership  to 
develop  an  in-city  research  park  and  an  incubator  which  now 
nurtures  over  40  new  companies.  And  it  needs  to  encourage 
communities  to  take  a  deeper  look  into  their  economic  futures  and 
require  them  to  plan  for  a  very  new  economy  which  will  need  very 
new  skills  to  grow. 

It  used  to  be  the  cost  of  capital  which  once  determined  growth  -- 
now  it  is  the  cost  of  information.  If  there  is  to  be  a  true,  new 
federal  initiative  to  recast  the  old  hard  goods  production 
economy  into  a  new,  more  flexible  information  based  economy,  then 
the  tools  must  change.  Infrastructure  investments  in  older 
industrial  renewal  areas  should  be  matched  by  new  infrastructure 
investments  in  fiber  optic  systems  in  science  and  research  parks, 
in  technology  incubators,  and  in  other  locations  of  ongoing 
technology  transfer  efforts  which  are  producing  the  "greyhounds" 
described  by  David  Birch  as  those  new,  fast  growing  firms  which 
will  produce  80%  of  all  new  jobs. 

If  there  are  to  be  EDA  planning  funds  for  cities  and  rural  areas 
to  evaluate  their  industrial  infrastructure  needs,  then  there 
should  also  be  planning  funds  for  regions  to  evaluate  their 
educational,  technology,  and  financing  infrastructure  needs 
necessary  to  support  the  new  jobs  being  created  in  today's 
economy. 

If  there  are  to  be  revolving  loan  funds  to  make  asset-secured 
loans  to  small  manufacturers,  then  there  should  be  equity  funding 
to  match  local  seed  funds  which  invest  in  the  information  and 
technology-based  companies  now  growing  like  mushrooms  in  our 
urban  areas.  (A  current  EDA  study,  for  exeunple,  is  looking  for  a 
new  way  for  banks  to  value  information-based  technology  companies 
in  order  to  open  them  up  to  more  normal  debt  financing  instead  of 
forcing  them  to  spend  valuable  time,  resources,  and  energy  on 
gaining  equity  investment  and  venture  capital). 

EDA  has  helped  sustain  American  rural  and  urban  economies  for 
many  years  --  but  it  has  not  changed  its  basic  nine  titles  since 
John  Glenn  orbited  the  earth.  I  strongly  recommend  that  EDA  be 
given  the  new  tools  it  needs  to  join  NIST,  ARPA,  NSF  and  NIH  on 
the  front  lines  of  technology  commercialization  and  new  job 
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formation.  And  that  Includes  doing  away  with  the  current 
outdated  geographical  targeting  approach  which  misses  the 
opportunity  to  support  rapidly  growing  nodes  of  new  technology- 
based  development.  Jobs  are  jobs  —  the  "where"  they  are  is  not 
nearly  as  important  as  the  "what"  they  are.  Let  us  first  create 
the  jobs  —  then  focus  on  access  and  training. 

This  is  easier  said  than  done,  and  it  will  require  some  self 
evaluation  by  Congress  and  the  federal  development  bureaucracy. 
But  you  now  have  a  true  economic  development  professional  heading 
up  EDA.  Listen  to  his  counsel;  he  comes  directly  in  from  the 
battlefield.  EDA  deserves  to  be  reauthorized,  but  it  also 
deserves  the  flexibility  to  look  at  new  policy  and  operational 
directions  to  support  more  directly  the  call  to  international 
competitiveness  by  the  Clinton  administration. 

1  would  recommend  that  you  direct  EDA  to  evaluate  itself  and  its 
programs  in  light  of  the  need  to  recast  this  nation's  economy.  I 
believe  it  will  come  back  to  you  and  propose  some  very  different 
tools  to  reach  even  more  different  goals.  The  "greyhounds"  are 
out  there  waiting  to  run  --  but  most  will  not  reach  full 
potential  for  lack  of  nurturing.  EDA  and  other  federal  agencies 
can  be  supportive,  but  they  need  a  clearer  understanding  of  their 
mission  and  their  need  for  new,  more  flexible  tools. 

I  would  be  more  than  happy  to  elaborate  on  any  of  these  issues  at 
length  if  you  wish. 


Sincerely, 


^-^ 


Ronald  C.  Kysiak 
Executive  Director 
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